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HE tougher they are, the harder they fall; and the 

higher they go, the further they fall. Keeping this 

thought well in mind as we get down to the heart of 

things, if the credit expansion of 1928-29 deflated like a 

pin-stuck balloon into the flaccid, motionless thing that 
has followed, what in heaven’s name will happen if the present 
instruments having far greater potentialities for credit expansion 
start to operate? Will there result another boom and another 
depression which will make our recent experiences look like a few 
toys out of the kindergarten? Oscar Laspon opens up this ques- 
tion for inspection as he attempts to answer, on page 47, the ques- 
tion “Can Credit Be Controlled?’ Unless the brakes which can be 
applied to credit by the Federal Reserve, the Treasury, and other 
agencies, are applied wisely and work well, credit may well assume 
the characteristics of a Frankenstein. For what goes up must 
come down again—unless the “going up” process is a normal, 
healthy growth not contrary to the laws of gravity, or the laws 
of common sense. 


AmoneG the clients of banks and financial houses there probably 
are untold numbers who know little or nothing about the various 
rules and regulations imposed by stock exchanges for their protec- 
tion. The “Listing Requirements of Stock Exchanges,” for 
example, might remain an eternal mystery to these clients unless 
they happened to run across an article similar in nature to this one 
written by F. P. Smirru which begins on page 65. Banks and 
financial houses might do well to point out this article to some of 
their clients, for Mr. Smith has taken pains to explain how such 
requirements benefit the investing public. And the more the 
investing public becomes assured that stock exchanges do try their 
best to watch over public safety and still maintain an open market, 
the more investing the public is apt to do. 


Over the waters from Sweden to page 9 comes a detailed survey 
of “Planned Economy Past and Present” from the pen of Ext F. 
HeckscHer which will provide ample satisfaction to both the 
studious and the curious. For the studious will find a careful, 
almost loving, tracing of the threads which have survived other 
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systems distinguishable through the centuries, and a weaving of 
those threads into the fabric of a planned economy as we under- 
stand it today. The curious will find their imagination stimulated 
through the discovery of some of the things that will happen to 
their own individual spiritual sphere in a state of planned economy 
such as is demonstrated by the example of the Russian experiment. 


GuipDING smoothly over steel rails in the comfort of an air con- 
ditioned Pullman car induces in the average traveler (if not the 
average stockholder) the opinion that railroads are all right. But 
A. J. County, vice-president in charge of finance and corporate 
relations of the Pennsylvania Railroad, recently gave a more ex- 
acting picture to the Wharton Alumni Institute in an address so 
timely and authoritative that extracts of it have been reprinted on 
page 77. The fact that net earnings have jumped tremendously 
in the last few months really isn’t an indication that “The Outlook 
for Railroad Recovery” is as bright as a snap judgment of those 
figures would indicate. Burdensome carrying charges, duplication 
of services, and unnecessary and wasteful competition are just a 
few of the cog wheels in railroad management that will have to 
mesh in co-operative effort before the grinding and whining and 
threatening noises so noticeable in the present machinery can 
subside. 


THOSE who have been following the articles on financial merchan- 
dising by L. Doucias MeErepirH, Pu. D., and the series by FREp- 
ERICK MUELLER, JR., on the management of the earning assets of 
a bank, will be led by these two gentlemen into further discussions 
of their respective subjects. Mr. Meredith, on page 19, elucidates 
on “Selling Banking Service,” and considering the variety of 
services a bank has to sell, and the even greater variety of ways 
there are to sell them, it will be valuable to investigate this attempt 
to chart a middle course through the pros and cons towards the 
goal of profitable merchandising. Mr. Mueller, on page 53, cites 
the “Losses in Earning Assets as Related to Bank Failures.” 
Speaking statistically and therefore accurately, he traces among 
other things the trend of bank failures according to capital, the 
losses to total collections from all sources including offsets that 
were sustained in the liquidation of assets from 1921 to 1930, and 
the percentage of proceeds received to net assets sold. 
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Editorial Comment 
CAN THE DUAL BANKING SYSTEMS BE PRESERVED ? 


LTHOUGH it may not as yet be 
Ass realized, even by bank- 
ers themselves, the time is ap- 
proaching when the question as to the 
survival of our dual systems of state and 
national banks will have to be decided. 
Already the matter is being widely dis- 
cussed, and opinion is crystallizing in 
favor of a single banking system to be 
regulated by the Federal Government. 
This development has been greatly ac- 
celerated by our recent rather unfor- 
tunate banking history. State banks 
have had to bear the brunt of criticism 
for the weakness in American banking 
so clearly revealed of late. In appraising 
this criticism, it must not be forgotten 
that, in many states, the laws regulating 
banking are of a very high standard. 
It is in the other states where a like 
standard does not prevail that the weak- 
nesses of the state banks have been most 
apparent. 

But it is not alone on account of lack 
of strength in several of the state bank- 
ing systems that a demand for unification 
is being made. It is claimed that, so 
long as there are two general systems of 
banking—state and national—that the 
exercise of credit control which many 
banking authorities consider desirable 
will remain impracticable. 

Instead of doing away with state 
banks entirely, as insisted on by the ad- 
vocates of unification, may not an al- 
ternative policy be followed? 

Before getting rid of state banks, it 
may be well to look into the matter a 
little. 

First, there are the mutual savings 
banks, altogether of state origin. There 
is nothing in the history of Federal legis- 


lation to justify the conclusion that Con- 
gress could provide better facilities for 
safely caring for the people’s savings 
than these institutions furnish. The 
Postal Savings Bank, while safe, is not 
a bank in the proper sense of that term. 

Then there are the trust companies. 
Before these institutions engaged in gen- 
eral banking their operations were chiefly 
of a fiduciary character. They were 
primarily concerned with handling real 
and personal property, administering 
trusts, acting as administrators and ex- 
ecutors, and transacting a few other 
kinds of business not usually handled by 
the ordinary banking institutions. 

Might it not be a solution of this 
problem to confine savings and trust 
business to banks chartered under state 
laws and to permit only the national 
banks to carry on the business of dis- 
count and deposit banking. Probably 
the state banks and trust companies 
would not willingly surrender their gen- 
eral banking functions, but they might 
prefer this loss to being compelled to re- 
organize under Federal law. 

The mixing of trust and savings busi- 
ness with that of commercial banking 
has some objectionable features. At 
least, some that are not altogether con- 
sistent with commercial banking. Trust 
companies and savings banks—where the 
former limit their operations to the or- 
dinary trust functions—are largely in- 
vestment institutions. As such they 
can quite properly make investments in 
bonds and lend on real estate—transac- 
tions which have brought numerous com- 
mercial banks to grief. 

With commercial banking in the hands 
of the national banks, all the latter be- 
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ing members of the Federal Reserve, it 
would be possible to exercise whatever 
control and regulation of credit might 
be found practicable and desirable. The 
savings banks and the trust companies, 
with the business of the latter limited 
in the manner indicated, would not con- 
stitute major factors in the credit situa- 
tion. 

In making the above suggestion it is 
recognized that at present Federal con- 
trol of commercial banking only is be- 
ing advocated by those who favor a uni- 
fied system. But with the existing tend- 
ency toward centralization of power 
in the Federal Government, it would not 
be surprising to see all banking opera- 
tions regulated from Washington. 

On general grounds some reasons may 
be presented for a segregation of banking 
operations as indicated above. Such a 
course would divorce the commercial 
banks from real estate loans and from 
some forms of investment which have 
been found unsatisfactory. The com- 
mercial transactions of banks are quite 
largely of an interstate character, while 
the business of savings banks and of trust 
companies acting in a fiduciary capacity 
is concerned with property under state 
jurisdiction. 

What the national banks might think 
of an attempt to take away their sav- 
ings and trust functions, and what the 
trust companies might think of losing 
their banking business are matters not 
attempted to be decided here. That de- 
cision rests with the banks concerned. 


WHAT MIGHT HAVE BEEN 


HOSE who are alarmed by the 
many excursions in the realm of 


experiment cannot fail to speculate 


on what might have happened had a 
more conservative course been followed. 
Even those who are shocked the most 
at what has been done would not have 
favored a purely passive or do-nothing 
policy in the face of the grave emergency 


that has existed in recent years. But 
they entertain serious misgivings as to 
the wisdom of several of the extreme 


measures that have been taken, and be- 
lieve them to be both harmful and futile. 
Their futility, in some instances, is al- 
ready being demonstrated. Their in- 
jurious nature may be subject to vary- 
ing opinions, to be reconciled by sub- 
sequent history. These novel methods 
of extrication from a depression, and 
more than all the whole philosophy on 
which they rest, are matters of supreme 
importance to bankers and to every citi- 
zen of the United States. The “New 
Deal,” in all its aspects, may not out- 
last the present emergency, but some of 
its features are likely to remain with us 
indefinitely, to plague or benefit the 
people, according to current opinion or 
the more certain verdict of history. 
When, in November, 1932, Mr. 
Roosevelt was elected President, the 
people who brought about this change 
acted under the belief that the Admin- 
istration of President Hoover was not 
acting with sufficient swiftness and 
efficiency in rescuing the country from 
the great depression. They wanted more 
and different action. Above all, they 
wanted a change, and voted for it over- 
whelmingly. They have had the change, 
and perhaps it has been greater in de- 
gree and different in kind than they ex- 
pected when they went to the polls and 
voted for it. Certainly may it be said 
that the voters did not have placed be- 
fore them for their consideration many 
things that have been done. It is at 
least an interesting subject of specula- 
tion as to how they would have voted 
if all these measures had been sub- 
mitted to them. Some light has been 
thrown on this matter by a recent poll 
of voters made by a weekly newspaper, 
the result indicating strong popular sup- 
port of President Roosevelt and _ his 
policies. Undoubtedly this poll of the 
voters indicates continued faith in the 
President personally and the approval 
of his policies generally. It does not, 
necessarily, indicate belief in the wis- 
dom and efficacy of each particular meas- 
ure the President has employed. It 
seems merely to have shown that the 
voters are convinced that what the 
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President has done has been, upon the 
whole, for the good of the country. But 
the situation would be further clarified 
if an expression of opinion could be had 
respecting each of the measures taken. 
That some of them were wise and neces- 
sary would be almost unanimously con- 
ceded. That others were of a different 
character many honestly believe. 

Clearly enough, the country is moving 
along new and untried paths. It is em- 
barked on a course of experiment. To 
those who are extremely perturbed by 
the prospect of trying anything new, the 
reminder may be addressed that only in 
this way has human advancement been 
made possible. If this is true in the 
realms of science and invention, may 
not the same rule be applicable in the 
domain of economics and statesmanship? 

Granting the force of this argument, 
and conceding that the Administration 
cannot be blamed in the least for trying 
experiments to cure a desperate situation, 
the question persists as to whether or 
not the experiments have been too many 
and of a kind calculated to impair pub- 
lic confidence, and by so doing have pre- 
vented, or at least greatly delayed, the 
return of more general prosperity—an 
object to which the Administration is 
sincerely devoted. 

Students of American political his- 
tory can but wonder at the disposition 
President Roosevelt has shown to dis- 
card, almost completely, the counsels of 
the men most eminent in his own party. 
In forming his cabinet he passed by 
Governor Smith of New York, Governor 
Ritchie of Maryland, Senator Glass of 
Virginia, ex-Secretary Baker of Ohio, 
John W. Davis of New York, and ex- 
Governor Cox of Ohio. It is true that 
Senator Glass might have been Secre- 
tary of the Treasury, but it is also plain 
enough that had he accepted this posi- 
tion he would not have remained in it 
many weeks. 

These men had been strong supporters 
of the party which elected Mr. Roose- 
velt and some or all of them had been 
distinguished by their public service. 
Three of those named had been the un- 
successful candidates of Mr. Roosevelt’s 


party for the Presidency. Both Mr. 
Baker and Governor Ritchie had strong 
support for nomination to that high 
office. 

In selecting his cabinet not one of 
these distinguished Democrats gained a 
place in the President’s official family. 
Nor was any one of them appointed 
minister or ambassador to a foreign 
country. Instead, the cabinet appointees 
and most of the representatives sent 
abroad were men of comparative ob- 
scurity from a national standpoint. 

The President has an undoubted right 
to choose his cabinet and to select his 
foreign representatives. But in doing 
so it has been customary to recognize 
the claims of those who have been promi- 
nent in the party councils and in the 
service of the country. This custom 
Mr. Roosevelt, with one or two excep- 
tions, completely ignored. His reason 
for doing this is by no means a personal 
or partisan matter. It profoundly af- 
fects the policies that have been fol- 
lowed and which are destined to exercise 
a powerful influence upon the country’s 
history, and possibly to leave their in- 
delible imprint upon our institutions. 

No doubt the President, having 
formulated in his mind the general policy 
now known as the ““New Deal,” wished 
to be free to apply it in his own way 
without the restraints upon its develop- 
ment and application which some of the 
men named above would have sought to 
impose had they been among the Presi- 
dent’s official advisers. These men un- 
doubtedly would have favored moving 
with caution into the region of experi- 
ment and would have sought to hold the 
Administration to the lessons of ex- 
perience. In short, their counsels would 
have favored a more conservative policy 
than that followed by the Administra- 
tion. 

Convinced, as he clearly has been, that 
only by the course taken could the coun- 
try be rescued from its unfortunate 
plight, the President cannot be criticized 
for wishing to have about him those of 
a like mind. History will, in time, ren- 
der its verdict upon the wisdom of the 
President’s course. Meanwhile, it is at 
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least an interesting subject of specula- 
tion as to what might have been had 
the eager enthusiasm of youth been re- 
strained and guided by the counsels of 
experience. 


FEDERAL COURT HOLDS GOLD 
CLAUSE INVALID 


Y a decision of the United States 
B District Court at St. Louis, ren- 

dered on June 20, the clause in 
certain securities calling for payment in 
gold coin was held invalid under exist- 
ing law. The decision rests, primarily, 
on these two grounds: first, Congress 
has sole power to prescribe what shall 
be money; second, under present cir- 
cumstances payment of obligations con- 
taining the gold clause would be im- 
possible, and this whether payment 
should be required in gold itself or in 
a sufficient amount of paper to make up 
the difference in value if not paid in 
gold. 

As a corollary of the first of these 
grounds, it was stated that those enter- 
ing into contracts must be presumed to 
know that Congress has the power to 
change the standard of value as it may 
see fit. 

The decision in this instance is in 
accord with that of a British court and 
of a court in the State of New York, 
where a similar question was involved. 
As the issue will probably be carried 
to the Supreme Court of the United 
States, the matter cannot be regarded as 
definitely settled. 

As to the impracticability of making 
payment in gold, that is a question that 
did not actually arise until the abandon- 
ment of the gold standard by the United 
States. Nobody wanted gold, for the 
simple reason that it was no better than 
any other forms of currency, all of which 
were convertible into that metal. Con- 
gress, therefore, is responsible for mak- 
ing payment in gold or its equivalent 
impracticable. 

While the states are forbidden by the 
Constitution to pass laws impairing the 
obligations of contracts, or to make any- 
thing but gold or silver a legal tender, 


this restriction does not apply to the 
United States. In the exercise of sover- 
eignty contracts may be broken, and 
payment in paper enforced. 

It is not the purpose of THE BANKERS 
MAGAZINE to question the legality of the 
interpretation of the law as made by 
the United States District Court at 
St. Louis. But it does seem unfortunate 
that laws have been passed which, in 
effect, require the breaking of contracts. 
In the effort to restore confidence the 
faithful performance of obligations would 
seem far more efficacious than a re- 
pudiation: of them—an observation ap- 
plicable to several foreign countries and 
to the United States of America as well. 


FOREIGN DEBTS TO THE UNITED 
STATES 


Y the terms of the British note of 
June 4, stating the reasons for the 
omission of an installment on the 

debt due this country, and the reply of 
Secretary of State Hull, under date of 
June 12, the whole matter of war in- 
debtedness to the United States has been 
brought forward once more. While 
sentiment in this country will not con- 
cede all the points made in the British 
note, few will deny that it presents a 
strong case from the British side. 

It is not the purpose of THE BANKERS 
MaGazZINE to thresh over all the old 
straw in this unfortunate controversy, 
much less to reiterate any of the harsh 
terms used in reference to the subject 
both here and abroad. Enough to say 
that some day, if any settlement what- 
ever is reached, it must be by a recog- 
nition of the actualities of the situation 
and an adjustment made on the basis of 
what is practicable and best under all 
the circumstances. If statesmen on both 
sides of the Atlantic continue patient 
and are disposed to adopt a reasonable 
attitude respecting an admittedly strong 
problem, a settlement fair to both debt- 
ors and creditor may still be possible. 

While the Johnson Act, classing as 
technical defaulters the governments 
willing to make token payments on their 
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debts to the United States, deals with 
a delicate problem in a rather brusque 
manner, President Roosevelt. has clearly 
indicated that the door remains open 
to any debtor wishing to discuss a re- 
vision of existing arrangements. But the 
President insists that each debtor must 
approach the United States singly and 
with respect to its own debt solely. He 
is opposed to a general conference for 
considering the war-debt problem in its 
entirety. The British position, and 
probably that of France also, is that the 
matter so intimately concerns all the 
debtor countries, that an independent 
settlement with any one of them cannot 
well be made without consideration of 
how others, not party to the adjustment, 
might be affected by it. From this 
dilemma an exit must somehow be found 
if any satisfactory solution of the long- 
drawn-out controversy is ever to be had. 

There are some divergences of opin- 
ion in the notes of the British and Amer- 
ican governments deserving of notice. 
The British note held that failure to 


make payment of the full amount due 
on June 15 would constitute a technical 


default. To this Secretary Hull replied 
that it was not necessary to pay the en- 
tire $262,000,000, due on that date, but 
only $85,670,765.05, in order to escape 
default as defined in the Johnson Act. 
As to the difficulty of making payment 
on account of being unable to collect 
from its debtors set forth in the British 
note, Secretary Hull makes this observa- 
tion: “The British Government under- 
took to borrow under its own name 
and on its own credit standing, and re- 
payment was not made contingent upon 
the fate of debts due to the British Gov- 
ernment.” This observation contravenes 
the implications of the Balfour note of 
1922—the source of irreparable mischief 
in relation to the whole debt problem. 
Economists and governmental author- 
ities have persistently pointed out that 
payment of the debts was impossible un- 
less the United States should be willing 
to accept goods in settlement. In the 
following statement Secretary Hull in- 
dicates that settlement in this way will 
be given consideration. He says: “Should 


His Majesty’s Government wish to put 
forward proposals for the resumption of 
payments, this Government would be 
glad to entertain and discuss them in- 
formally. For instance, no proposal has 
ever been presented to this Government 
looking toward payments in kind to an 
extent that might be found mutually 
practicable and agreeable. Any pro- 
posals of this or a similar character 
which promises mutual benefit will be 
carefully considered for eventual sub- 
mission to the American Congress.” 

But this suggestion has not been favor- 
ably received in England, where the 
feeling persists that no further payments 
will be made in the absence of a general 
settlement embracing all the debtor 
countries. 

It seems now that in making the ad- 
justments of the war debts some mis- 
takes were made. The term over which 
the payments were extended was so long 
as to make interest payments exceedingly 
burdensome. If the term of payment 
had been greatly shortened, or the in- 
terest fixed at a purely nominal rate, it 
would have turned out better both for 
the debtors and their creditor. -Alterna- 
tively, the whole matter might have been 
cleared up by the prompt payment of a 
much smaller sum by each of the debtors. 
If it is clgimed, and not without reason, 
that this would not have been just to the 
United States, it may be said that to 
have gotten rid of the problem once and 
for all might well have been worth the 
cost. True, this country has made large 
concessions to its debtors. The practical 
question is as to whether or not we 
should have been better off had greater 
concessions been made. Here lies the 
sharp divergence of opinion, the United 
States considering that it has already 
satisfied the requirements of justice, our 
debtors believing to the contrary. 

Probably the most serious aspect of 
the foreign indebtedness to the United 
States, not merely as relating to the war 
debts but to others, is that this country 
failed to realize the implications of its 
becoming a huge creditor on interna- 
tional account. Such a position was 
bound to give us an enormous command 
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over foreign goods and services, which 
we were either unable or unwilling to 
use. Had not the whole international 
situation been disrupted by the economic 
breakdown, we might have gone on for 
a considerable period in making fresh 
loans or renewing those already exist- 
ing, but this would only have postponed 
the day of reckoning and intensified its 
severity when it came at last. 

It must not be forgotten, however, 
that some of our foreign debtors might 
have sent us goods they produce and 
which we import in large quantities 
either free or under very low duties, of 
which class of goods coffee, tea, sugar, 
cocoa, rubber and tin and several other 
products might be mentioned. But it 
is not clear that settlement in this man- 
ner would have been practicable. 

At present we seem to be in a fair 
way of realizing the aptness of the say- 
ing of ‘“Polonius,” that “lending oft 
loses both itself and friend.” 


NATURE IN AN IRONIC MOOD 


HEN the Government entered 

upon its plans for curtailing 
production by buying up mar- 

ginal land, by restricting planting, and 
encouraging the plowing under of crops 
already planted, and thus creating a 
comparative shortage of certain agricul- 
tural products, sufficient account was 
not taken of the disposition of nature 
to act in a manner calculated to upset 
the best-laid schemes of mice and men. 
Millions were spent to curtail plenty. 
Now large sums must be paid out to 
allay the distress caused by a shortage 
due to drought and the ravages of in- 
Nature, could it be conceived as 
a personality, must have been in an 
ironic mood in thus upsetting the wis- 
dom of man, and indulging in a sar- 
donic grin at the expense of mankind. 
But not only in respect to the crop 
situation have some of the Government's 
plans fallen before the actualities of the 
situation. Six millions of hogs were de- 
stroyed, to reduce the surplus. About 
the same time some millions of dollars 
were lent to the farmers to seal up their 


sects. 


corn in cribs. Now the loans are falling 
due, what to do with the corn to be 
released from impounding, since so many 
of the potential porcine consumers have 
been destroyed, is distressing alike to the 
farmers and to the originators of this 
brilliant scheme. 

No doubt it is horribly old-fashioned 
to express the opinion that the farmers, 
could they be relieved of governmental 
coddling, might handle their problems 
quite as efficiently—even more so—-than 
they are being managed from Washing- 
ton. 


THE BANKER’S VACATION 


URING the present and the fol- 
LD lowing month it will be the good 

fortune of many bankers tem- 
porarily to escape from the cares and 
vexations which have beset them in the 
preceding months and which will doubt- 
less again confront them later in the 
season. But with the refreshment of 


mind and body which a vacation is ex- 
pected to supply the banker should be 


able to meet these trials with greater 
composure. 

Loans, discounts, investments, service 
charges, net earnings may be for a time 
either forgotten or but hazily recalled 
while the banker selects the proper type 
of bait and bestows his attention on the 
best place for fishing and wondering if 
the fish will bite on this or that par- 
ticular day. Any hesitancy on the part 
of the fish will be counterbalanced by 
the alacrity of the mosquitoes 

To those not given to piscatorial ex- 
cursions there will be other forms of 
recreation and _ entertainment — golf, 
boating, surf-bathing, mountain-climbing, 
and so on. Even should the banker 
care for none of these diversions, but 
merely wish to loaf and invite his soul, 
he will find ample scope for this com- 
mendable propensity in the charms of 
mountain, lake, river, ocean, sky and 
pastoral landscape. 

In addition to these attractions for 
bank executives, the younger members 
of the fraternity will have the pos- 
sibilities of discovering maidens of even 





THE BANKERS MAGAZINE 


more surpassing loveliness than any they 
yet have seen and may possibly succeed 
in impressing upon them their manly 
pulchritude and prowess. 

A contemplation of the works of 
nature in these distressed times should 
be both refreshing and reassuring. Many 
of her processes are unhurried. In her 
major aspects she exhibits remarkable 
calm; and if for a time disturbed, her 
usual serenity is soon restored. 

Let the hope be entertained that the 
worried banker during his vacation may 
find in his plate at dinner no alphabet 
soup, on the table in the sitting-room or 
parlor no book on guinea pigs, the new 
deal, planned economy or—worst of all 
—on money. 


DANGER IN A RISE IN PRICES 


MID the almost universal propa- 
ganda favoring a general rise in 
prices it may not be without in- 

struction to record some opinions pre- 
senting the other side of the picture. 


From an article on “Inflation and Revo- 
lution,” by Robert Hunter, published 
in the Indiana University Alumni 
Quarterly for July, the following ex- 
tract bearing on this question is taken: 


“At a time when incomes are at a 
high level, world trade is booming and 
the workers fully employed, a rise in 
the cost of living arouses no resentment 
But when the incomes of all classes have 
been reduced to the lowest level by a 
long period of deflation, it is evident 
from history that it is nothing short of 
madness to increase the debt load or to 
add to the cost of living. Even when 
the cost of living increases after a 
normal depression, and even when the 
currency is based upon gold, there have 
often been menacing social disturbances. 
In our own history we had a very 
definite case of this sort during the time 
of the gold resumption prosperity fol- 
lowing the depression of the seventies 
When, however, the currency is not 
based upon gold and is irredeemable, 
the extent of the resultant rise in prices 


cannot be predicted. This is nowhere 
more evident than in Europe during 
the past fifteen years, where inflation 
has been the chief cause of insurrections, 
strikes, bloody uprisings, instability of 
government, the flight of gold, dissipa- 
tion of working capital, enraged labor- 
ers, fear, distress, hatred, and ever- 
recurring revolutions. While capitalism 
has survived in even the most devastated 
regions, fifteen years of insistent batter- 
ing against its régime has unquestionably 
weakened its resistance and rendered it 
incapable of preventing social and eco- 
nomic chaos for any _ considerable 


period.” 


The dangers of a rise in prices are 
thus further emphasized by the author 
of this article: 


“Revolutions do not occur in periods 
of deflation. They occur when, to mil- 
lions of unemployed and debt-burdened, 
there are added many more millions 
ruined by inflation. 

“After a long period of deflation, 
when wages have been reduced and all 
other incomes are at their lowest level, 
a rise in the cost of living arouses bit- 
ter popular resentment. It is a tax, 
equivalent to the rise, upon every man, 
woman and child. It cannot be evaded, 
and only a few—among them traders 
and owners of equities and commodities 

are in a position to recover the tax 
without strikes, riots and rebellion.” 


Probably, so far as this country is 
concerned, the effects of a marked rise 
in prices, under the conditions described, 
are exaggerated. But if such a policy 
should give rise to serious discontent this 
should tend to moderate the enthusiasm 
of those who are bent on forcing up 
prices by artificial expedients. 

So great an industrialist as Henry 
Ford has recently expressed the view 
that the effect of an artificial price- 
raising policy is to delay the progress 
of recovery—something precisely con- 
trary to what the proponents of this 
policy are seeking to bring about. 
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PENALTIES FOR BAD BANKING 


WO cases in court in New York 
recently have emphasized the fact 
that bad banking is likely to im- 
pose severe penalties upon those re- 
sponsible for it. Reference is made to 
the conviction of the executive of the 
Harriman National Bank and to a de- 
cision holding directors of the Bank of 
United States responsible to the extent 
of some $28,000,000 of losses incurred 
in the failure of that institution. 

These severe penalties imposed for 
indulging in bad banking practices ought 
to have an admonitory lesson for any 
engaged in banking who do not take 
their duties with a proper degree of 
seriousness. No doubt, it is a warning 
of which the great majority of bankers 
are not in need. ‘They manage their 
institutions capably and honestly, not 


from fear of incurring the penalties of 
the law, should a contrary course be 
followed, but because they are bankers, 
mindful of their duties to their share- 
holders and to the public. 

There are social traditions in Eng- 
land based upon this saying: “It isn’t 
done.” This saying might well be ap- 
plied to the conduct of banking when 
a bank is tempted to do things obviously 
repugnant to the canons of sound bank- 
ing. 

In the case of the directors of the 
Bank of United States, had the prin- 
ciple involved in this observation been 
kept in mind and rigorously adhered to, 
the directors would not have gone so 
far afield in their conduct of that in- 
stitution, and would have escaped the 
weighty penalty for violation of the 
most elementary principles of sound 
banking now imposed upon them. 





Planned Economy, Past and Present 


By Ext F. HEcKSCHER 


RITICISM of the laissez-faire 
policy of liberalism does not date 


from yesterday; it was already in- 
tensive before the middle of the 19th 
century. But it has undeniably in- 
creased in intensity during the latest 
severe world depression, and that too 
both in word and deed. In some 
quarters, it has even been given a his 
torical background, it being held that 
the laissez-faire system was determined 
by the external circumstances of its own 
age—rather a self-evident assertion, see- 
ing that the same applies to all human 
phenomena. However, this would-be 
historical attitude has also directed at- 
tention to the system which liberalism 
superseded, and the possibility has been 
weighed of linking up with those earlier 
conditions if the laissez-faire system 
should ever be regarded as defunct. 
Should we decide to venture upon 
such a road, it would undoubtedly be 
essential to try to understand the pur- 
port of the pre-liberal system. On the 
whole it may perhaps be said that re- 
cent tendencies in the economic sphere 
make a thorough knowledge of past 
history of more vital importance than 
ever. For what is now being attempted 
or urged in various quarters is to let 
the organized community, especially the 
state, assume a significance as a posi- 
tive factor in economic life quite dif- 
ferent from what it had before, the 
state being undoubtedly more sensitive 
to historical influences than most other 
social phenomena. On the whole, the 
efforts that have been made to let the 
course of economic life be determined 
by intervention of a corporate nature 
have rendered it more necessary to un- 
derstand the stages of evolution that 
our civilization has gone through than 
at an epoch when economy was allowed 
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to be determined, as far as was at all 
possible, by the separate actions of in- 
dividuals. 

The immediate question with which 
we are concerned, then, is whether 
there existed any planned economy prior 
to the era of liberalism—any planned 
economy such as liberalism might have 
destroyed. 

To answer that question, however, 
we must first ascertain what is meant by 
planned economy—and there are few 
catchwords of today that are less sus- 
ceptible of clear definition. Most of 
what in this connection goes by the 
name of planning nowadays is in reality 
nothing but compulsion—and a rather 
planless compulsion at that—so that 
in much of its application “planned 
economy” would appear to have very 
little to do with planning. We can 
however take the term in another sense, 
i.e. as denoting a system established on 
definite lines and intended to cover a 
certain number of years, such as that 
involved in the Russian five-year plan. 
Whether the Soviet experiment actually 
entails the application of a fixed plan 
and is not rather an attempt to force 
on certain more or less arbitrarily se- 
lected branches of production to the 
utmost limits, is certainly an open ques- 
tion; but in this case at any rate a 
plan has been drawn up, and to that 
extent the definition is applicable. 
Nevertheless, planned economy in this 
latter sense is inconceivable without at 
the same time being compulsory, so 
that this quality is in some degree com- 
mon to all the meanings of the term. 
It may be expedient, therefore, to con- 
sider the phenomenon in both senses. 
How far did it exist prior to liberalism? 


I 


It is necessary, in order to avoid any 
misunderstanding, first of all to stress 
the fact that what may be termed the 
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mediaeval type of social life strongly 
influenced the development of the struc- 
ture of European society well on into 
last century. The views of society were 
often, it is true, quite different, but it 
was only to a very limited extent that 
they could find expression in reality. 
We have first to ascertain, therefore, 
how far the mediaeval system of eco- 
nomic life entailed any form of plannec 
economy. 

The only plan that characterized the 
mediaeval system was that of effecting 
no change in the existing order; it was 
adherence to tradition that gave the sys- 
tem its character. Many examples could 

e quoted to illustrate this. 

One of them, and perhaps the most 
significant of them all, is the old Ger- 
manic village community, characterized 
by its “open fields” system, as it sur- 
vived in Sweden, and in many other 
places as well, up to the time when 
the general re-parcelling of ground and 
the legal system of enclosures gradually 
altered the distribution of land within 


the villages and in part even broke 


them up. It was to a certain extent a 
communistic régime, in so far as all the 
peasants belonging to a village were 
bound to do all agricultural work simul- 
taneously and in the same way, al- 
though the ownership of the separate 
fields under cultivation was individual. 
But this communistic character by no 
means resembled what can be studied 
today in Russian village communism. 
The latter is under the despotic leader- 
ship of a delegate from the central au- 
thorities, the peasants have to follow 
the principles laid down by those in 
power, and the idea is to use the system 
for bringing about a revolutionary up- 
heaval in the technical methods and the 
economy of agriculture. This is almost 
the reverse of the communal methods 
of cultivation in the old unenclosed 
townships. True, the head man of the 
village saw to it that the common rules 
governing the sowing and harvesting of 
the crops were duly obeyed, but there 
was no one capable of effecting altera- 
tions in these ancient customs; the head 


of the village was merely a representa- 
tive of the system laid down in the old 
laws. Consequently, no agricultural 
system has been better calculated to en- 
sure its immutability and stagnation; no 
individual villager could introduce any 
changes in the local activities on his 
own initiative, but everything had to be 
done by common agreement and, in 
practice, in the manner in which it had 
always been done. Conceived as a form 
of production, therefore, agriculture 
during the era of “open fields” was 
extraordinarily ill-suited to its purpose, 
which cannot have been anything else 
but to produce foodstuffs for human 
needs. It was left to the new system 
of enclosures, which was one of the 
most practically important changes ef- 
fected by the new forces of liberalism, 
to convert agriculture into a more effec- 
tive form of production. 

Somewhat similar observations may be 
applied also to the system represented 
by the gilds in the manufacturing and 
artisan trades. The gild system to a 
great extent afforded protection to the 
traditional technical methods, and any 
attempt to alter them was sure to meet 
with stubborn and generally successful 
resistance on the part of the organized 
artisans. Moreover, government regu- 
lations for controlling the manufactur- 
ing industry—regulations which assumed 
voluminous proportions during the 17th 
and 18th centuries—laid down the tech- 
nical principles in thousands of para- 
graphs and were likewise calculated to 
counteract changes. 

Even in principles the medieval or- 
ganization was based on similar ideas. 
The “just price,” which constituted one 
of its primary demands, fixed rules with 
regard to the standard of life properly 
belonging to the individual's status; 
without this proviso it was impossible 
to determine the costs of production and 
therefore a just price. The claim to a 
livelihood in accordance with status was, 
moreover, in itself a cornerstone of 
social ethics in medieval times. This 
gave rise to a demand for fixed social 
classes with a fixed level of income, and 
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it thus became necessary to counteract 
any competition between the traders 
that would have jeopardized these foun- 
dations; the very gild system itself, with 
its rules about numerus clausus, a fixed 
number of masters, journeymen and ap- 
prentices, was an expression of this de- 
mand. In principle it was a_ well- 
considered and organized static system, 
it was based on what might be called 
a cast-iron principle. In certain re- 

ects, perhaps, people lived under it in 

sali harmony than under a more mo- 
bile system. But that is not the point 
at the moment; we are here only con- 
cerned with showing what the system 
involved. In so far, then, as reality mili- 
tated against this well-considered system 
—and it did so to a great extent—it 
was planlessness, not planning, that car- 
ried the day. In so far as it was planned 
economy, it was based mainly on im- 
mutability. 

In actual fact, however, not only the 
Middle Ages but also the succeeding 
centuries, right up into the 19th, were 


characterized by confusion and anarchy 

the very opposite of careful planning. 
This was in part due to that dissolv- 
ing element in the political development 
of Europe which goes by the name of 


feudalism. As a result of the fall of 
the old Roman Empire and of the suc- 
ceeding Holy Roman Empire, the su- 
preme power was split up into in- 
numerable small units, princes, counts 
and knights, who according to their 
capacity exploited their small territories 
for their own profit. By this means all 
the major rivers of Europe were inflicted 
with a veritable plague of tolls at dis- 
tances of 6 to 10 miles of one another: 
at each of these tolls the wretched mer- 
chants had to pay dues on their vessels, 
so that trade was largely stifled along 
the most valuable lines of communica- 
tion. And it was no better on land. 
The circumstances were similar as re- 
gards measures, weights and coinage. 
When at last these long-established 
chaotic conditions were eradicated, as 
for instance in Baden in 1810, there 
existed in that small territory: 112 dif- 


ferent yard measures, 92 different units 
of square measure, 65 different ordinary 
measures of capacity, 163 different fruit 
measures, 123 different hogshead and 
firkin measures, 63 different liquid meas- 
ures and 80 different pound weights. 
It would be an exaggeration to call this 
planned economy. 

But side by side with the purely 
anarchic disorganization created by feu- 
dalism there existed a more systematic 
disintegration. The towns delimited 
their areas from one another, placed the 
surrounding countryside under their eco- 
nomic control, and by establishing 
“staples” (compulsory marts) prevented 
trafhc from finding its way along the 
most convenient routes, insisted upon 
the goods’ being reloaded, warehoused 
or sold, so that each individual town 
might derive the greatest possible ad- 
vantage from trade. 

Finally, practically every department 
of state administration was to an in- 
credible extent ineffective and cor- 
rupt. France, for instance, was under 
Louis XIV politically the strongest state 
in Europe, but the French government 
was so incapable of enforcing obedience 
to its decrees that shipowners, for ex- 
ample, in the ports only a day’s journey 
from Paris openly and _ consistently 
flouted the Ministerial decrees. England 
had on the whole no body of salaried 
government officials, and in such decay- 
ing states as Spain corruption and fraud 
were far more normal phenomena than 
obedience to existing regulations. 


II 


At this time, however, the system of 
economic policy that has come to be 
called mercantilism adopted an attitude 
which, in many respects, was in prin- 
ciple vigorously opposed to the system 
or lack of system inherited from the 
Middle Ages. The question then arises, 
whether any system of planned economy 
arose out of this attitude. 

In principle this was doubtless par- 
tially the case. The aim of the mer- 
cantilist statesmen and writers was by 
wise and clear-sighted measures to re- 
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construct economic life along the lines 
they deemed to be right; they did not 
believe in any pre-established economic 
harmony and were not inclined to let 
things take their own course. The emi- 
nent German mercantilist writer Johann 
Joachim Becher, for instance, declared 
(in 1667) when expressing his opinion 
on the tendency to give the people a 
free choice of occupations: “Nothing 
seems to me more strange than that so 
little attention is paid to these extremely 
difficult points and that each person is 
permitted to seek a livelihood as best 
he can, however it may fare with him, 
whether he fails and at the same time 
ruins many hundreds of others with 
him, or whether he makes his way in 
the world by methods conducive to the 
public benefit or detriment, rise or fall— 
such questions are never asked.” The 
mercantilistic idea was that the right 
development must be promoted by the 
“dextrous management of skilful poli- 
ticians’; by that means the statesman 
would make the state “add a cubit to 
its stature.” Manifestly this was, in 
principle, planned economy. But such 
an assertion is subject to two reserva- 
tions. 

In the first place, the mercantilists 
were in principle opposed to coercion. 
They desired to induce the individual 
merchants by the offer of advantages 
and rewards to do what was considered 
to be in the interests of the state; as 
Axel Oxenstierna, Gustavus Adolphus’ 
Chancellor, expressed it, one should at- 
tain one’s goal “not by commandments 
or prohibitions but consilio”—by per- 
suasion. To this was added, in the 
second place, the fact that state trad- 
ing was extremely unwelcome to the 
mercantilists, at any rate in Western 
and Northern Europe. There were even 
transferred to private individuals quite 
a number of extremely important func- 
tions which the liberal state regarded as 
belonging to its own legitimate sphere. 
Thus, Adam Smith, the foremost ex- 
ponent of liberalism for all time, 
launched a violent criticism against the 
monopolistic trading companies, one of 


‘the most characteristic creations of mer- 


cantilism, for the reason that the state 
had assigned to them purely political 
functions such as none but the state 
itself could exercise in the interests of 
the citizens; he was here thinking es- 
pecially of the power that the British 
East India Company wielded in India. 
But neither of these extremely important 
reservations can prevent the aims of 
mercantilism from being regarded as an 
expression for a kind of planned econ- 
omy. 

Actually, however, this idea was 
mainly for future generations to real- 
ize. The very instances I have quoted 
above demonstrate how powerless the 
state was to control the process of dis- 
solution that had been inherited from 
feudalism and the independent urban 
communities. In its application, mer- 
cantilism often, indeed generally, served 
merely to intensify these medieval tend- 
encies by giving them a wider distri- 
bution instead of overcoming them. The 
gild system was a medieval phenomenon 
to the extent that its ideas were 
medieval, but it was put into practice 
by the mercantilist statesmen. On the 
Continent the capacity of mercantilist 
policy to bring about changes was ex- 
tremely limited, in many quarters non- 
existent. In England, on the other 
hand, where, prior to the advent of 
liberalism, economic conditions had them- 
selves fairly radically remodelled social 
life, the state essentially lacked the 
necessary organization for shaping the 
course of development; after the fall of 
Stuart absolutism in 1640 it even lost 
the authoritative powers that it had 
previously employed for such purposes 
during half a century. 

It was actually not before the 19th 
century that conditions offered any real 
prospect of bringing order into economic 
life. The economic and technical units 
were previously small in proportion to 
the vast scope for economic expansion 
that still existed. The changes were 
effected primarily by enterprises possess- 
ing but modest capital resources and 
permeated by a passion for speculation 
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and adventure, enterprises for whom the 
oceans were boundless and even new 
continents were open for. exploitation. 
Interference was of course rife from all 
sides, but on the whole it had but little 
effect; and in so far as it had any effect 
it was generally calculated to hamper the 
new order of things, not to promote it. 
The chief exception was a number of 
the large trading companies, which 
though private enterprises, represented 
something akin to a government author- 
ity over the peoples and princes in exotic 
territories. 


III 


Then into this confused interplay of 
old and new forces were thrown the 
ideas out of which the French Revolu- 
tion and Liberalism emerged. The curi- 
ous thing about these ideas was that they 
actually materialized, with the result 
that, within a few decades, the economic 
and social physiognomy of Europe 
changed in a greater degree than it had 
done for centuries. This meant that 


liberalism largely became the executor 
of mercantilism; it removed almost all 
traces of the mediaeval dissolution and 
thus carried out the task that mercan- 
tilism had desired but had been unable 


to perform. In actual fact, it was con- 
sequently liberalism that represented 
planned economy, and that too on a far 
larger scale than any previous system 
had done—if by planned economy we 
mean social reform on fixed ideal prin- 
ciples. The plan was certainly the very 
opposite of government intervention in 
economic life, and still further was it 
from direct state trading. State action 
there should be, it is true. Government 
authority, so far from being eliminated, 
was to be strengthened, and indeed 
it actually did become immeasurably 
stronger, mainly through the institution 
for the first time of an honest and ca- 
pable, salaried body of permanent gov- 
ernment officials; nevertheless, the gov- 
ernment authority was at the same time 
to be kept within narrow bounds, re- 
tricted to the protection of law and 
order both inwards and outwards, that 
is to say, to the judicature, the police 


force, administration and defence. All 
this put an end to the picturesque con- 
fusion of the past. In France, for in- 
stance, the provinces that were handed 
down from the days of feudalism, each 
with its own disintegrating customs 
boundaries, taxes and administrative sys- 
tem, disappeared; they were replaced by 
systematically demarcated departments 
and a sovereign territory without inter- 
nal tolls or other obstacles to intercom- 
munication. The metric system put an 
end to the chaos prevailing in weights 
and measures, all the various tables of 
measures being subject to common 
mathematical rules, etc. Thus, rational- 
ization took control where romance and 
anarchy had formerly held sway. 

Indeed, what the opponents of liberal- 
ism found fault with was least of all its 
“lack of system”; it was rather with a 
doctrinaire uniformity that refused to 
take due account of the irrational forces 
in man, of the dissimilarities between 
countries and their component provinces, 
and of historic tradition. The romanti- 
cists wanted not more but less order than 
liberalism created. The romantic ideal, 
it is true, implied all sorts of interfer- 
ence, its roots going far back into past 
centuries; but such interference as was 
clamored for, and which liberalism had 
rejected, was not in the service of 
planned economy but in that of pic- 
turesque disorder. Planlessness indeed is 
not without its charms, and for that very 
reason this criticism of liberalism is easily 
explained; only we must be aware of the 
grounds of such criticism. 

Perhaps, however, these words give too 
strong an impression of the part played 
by methodical planning. For even in 
the case of the liberals the idea of plan- 
ning was rather a by-product of the ideas 
of natural rights that dominated them. 
They did not feel themselves called upon 
to create a new order but they merely 
desired, by clearing away the obstacles 
to an ordered system, to let it come into 
existence by itself. Consequently, that 
great upheaval that has been called the 
industrial revolution was permitted to 
proceed with very little attention paid 
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to the spiritual and material welfare of 
the thousands that became its victims. 
It must be fully admitted that the share 
that constructive planning has had in the 
great upheavals throughout the world’s 
history has been very insignificant, both 
under the one régime and under the 
other. 

What can be claimed, however, is that 
the expurgatory function performed by 
liberalism was an indispensable prelim- 
inary to the vast changes that charac- 
terize the 19th century in comparison 
with any previous era. The increase in 
production was presumably greater dur- 
ing that single century than in the whole 
of the preceding thousand years. An 
increase in population has taken place 
that is without precedent in the history 
of man, and that too due not to any in- 
crease in the birth rate—on the con- 
trary, the figures during the 19th cen- 
tury were probably lower than before— 
but simply and solely because, as a result 
of enhanced material resources and im- 
proved hygiene, millions of the children 
born into the world have been enabled 
to survive, whereas during the preceding 
centuries they had succumbed to starva- 
tion and disease. The change has not 
been less significant in the spiritual than 
in the material sphere. The progress 
made by scientific research prior to the 
19th century was trifling compared with 
what this single century achieved. It is 
impossible to disregard the connection 
between this result and the social and 
economic régime under which science 
was allowed to develop. 


IV 


As things turned out, this evolutional 
process was gradually in its turn to 
create forces that were to jeopardize the 
process itself, not to say undermine it. 
Here we have the old story of Franken- 
stein, who created the monster to which 
he himself subsequently fell a victim. In 
his famous Utopia “Erewhon,” Samuel 
Butler describes a community in which 
machinery was prohibited because it 
would otherwise get the better of man. 
It is largely an expression of the appre- 


hensions aroused by the history of the 
19th century. 

The most important feature of this 
development, in so far as it disturbed 
the existing order, is however not the 
growth of mechanical science as such, 
but rather two other factors. One is the 
superiority, as regards both technique 
and organization, of big-scale industry 
over operations on a smaller scale; Marx’s 
most brilliant contribution to our under- 
standing of the forces at work was his 
analysis of the significance of the tend- 
ency towards concentration, for it was 
in predicting the implications of that 
tendency—perhaps indeed in this aspect 
only—that he foresaw what was actually 
to come. Moreover, side by side with 
the great technical and economic units 
there arose something else, having the 
same and perhaps still more widespread 
effects, namely, the ubiquitous systems 
of conduits or pipe lines all controlled 
from central points: lines for forward- 
ing spiritual and material communica- 
tions, such as telegraphs, telephones and 
railways, gas, electricity for both power 
and light, water, drainage and many 
others of the most indispensable require- 
ments of modern life. Organization has 
thereby come to play a part in social 
life and in the life of every individual 
far surpassing anything that any former 
periods in the history of civilization 
could show. 

One of the chief points of criticism 
formerly leveled against the liberal social 
order was the power it placed in the 
hands of individual persons, enterprises 
and social groups. This criticism was 
aimed on the one hand at the establish- 
ment of industrial monopolies, on the 
other hand at the trade unions. All 
these organized formations within the 
state—something, that is to say, which 
embraced a number of individuals but 
not entire states—were foreign to lib- 
eralism, not merely in that liberalism dis- 
approved of them, but, what is far more 
important, because it did not regard them 
as possible except as creations of the ex- 
ecutive authority. What liberalism over- 
looked was the fact that the principle 
of non-interference in the economic 
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sphere would leave the field open for 
private, powerful combines, and in that 
case the liberal insight was less keen 
than that of mercantilism had been. This 
oversight was both theoretically and 
practically one of the most fatal of which 
liberalism has ever been guilty. 

To counterbalance this weakness in- 
herent in the system created or sponsored 
by liberalism, its critics had at quite an 
early stage urged that the government 
should intervene in a number of spheres 
in which intervention had been non- 
existent before. Nothing was more 
natural, and the changes demanded were 
actually effected to a large extent. But 
it is only the experience gained in quite 
recent times that has brought into sharp 
relief the hazardous consequences that 
the development of ‘Frankenstein’s 
monster” has had in quite a different 
direction, viz.—-that of actually enhanc- 
ing the power of the state. It has not 


been realized that the same changes that 
temporarily placed so much power in 
the hands of individual organizations and 


social groups are more than ever cal- 
culated to have an influence in that di- 
rection. 

To start with, in most countries the 
state nowadays has a fully effective or- 
ganization in its administration. It has 
already been observed that before the 
era of liberalism there was hardly a 
country that possessed anything corre- 
sponding to it. This in itself has af- 
forded the state a greater possibility than 
it ever had before of exerting its au- 
thority. 

In some measure this is an effect of 
technical changes. In times when com- 
munications were poor the central au- 
thority lacked the power of exerting 
regular control over its representatives 
in the provinces. During the Middle 
Ages—in Sweden right into the 16th 
century—there was, in a way, not even 
a central authority definitely established 
in a fixed place; the king and his retinue 
had to travel from one royal manor to 
another, both for the purpose of pro- 
curing the necessities of life and in order 
to exercise supervision over the admin- 
istration of his governors and _ bailiffs. 


Nowadays, however, a government from 
its seat in the capital talks with its agents 
at the other end of the world and within 
a few minutes sends them its telegraphic 
instructions; the time is not far hence 
when every place on the globe will be 
also physically accessible within a very 
few hours. The power that controls 
such a machine possesses therefore limbs 
that can stretch as far as it likes. 

Within its own territory there is 
hardly a single government any longer 
whose authority is not unchallenged. In 
the 18th century, and even during the 
Napoleonic wars, the idea was ridiculed 
that a state could prevent an efflux of 
money and precious metals; but during 
the recent World War every state was 
able to retain the gold reserves almost 
entirely for its own account, however 
profitable it might have been to smuggle 
the gold out of the country. Up to a 
hundred years ago and in even more 
recent times no one supposed that cus- 
toms boundaries could be protected 
against smuggling; but although the 
smuggling of liquor is still an important 
factor to be reckoned with, the present 
system of prohibition in the field of 
trade policy has shown a degree of ef- 
fectivity that has no counterpart in 
earlier times. Thanks to its power over 
the telegraph and telephone, the state 
can also control the stock exchange mar- 
ket and the international news service in 
general, and this has given it a firm hold 
on capital movements and exchange op- 
erations such as is likewise unprecedented 
in former times. 

From the spiritual point of view, how- 
ever, it is a fact of still greater impor- 
tance that the possibilities of exerting 
influence on the public have been cen- 
tralized as never before. When the 
greatest demagogue in the history of 
Sweden, Gustavus Vasa, wanted to con- 
vince his subjects of the correctness of 
his actions and the perniciousness of 
everybody else’s, he made his bailiffs 
stand up in the market places and read 
aloud his proclamations to an assembly 
that certainly very seldom amounted to 
as many as a thousand people. Now the 
circulation of the newspapers runs into 
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millions, and if a government obtains 
control of “free speech,” it acquires the 
ability to disseminate its views with a 
degree of effectivity that surpasses a 
thousandfold anything that anyone else 
can do. The radio talks simultaneously 
to as many millions as you like, and in 
this case, moreover, the broadcasting is 
done from one and the same center, 
which is controlled entirely by the state. 

I shall not venture to make any 
guesses as to how far future technical 
developments will intensify or weaken 
these tendencies. There are some slight 
indications observable in the latter direc- 
tion. For instance, motor traffic is under 
far less centralized control than railway 
trafic, and air traffic less than either, 
seeing that it is independent of the roads. 
Again, wireless electric currents are less 
controllable by a system than the elec- 
tricity that is conducted by wires, al- 
though these effects of the radio have, 
so far at any rate, hardly been demon- 
strated. However that may be, there 
can be no doubt that the actual situa- 


tion so far implies a strengthening of 
the executive's resources to a degree 


hitherto unknown in history. It repre- 
sents one of the most decisive basic prin- 
ciples of the present social organization. 

There is thus a by no means remote 
prospect that the individuals in a state 
will become its slaves, if efforts are not 
made to ward off the danger. The tend- 
ency to place people under the dominion 
of private monopolistic organizations, 
which most of the discussion has been 
about hitherto, will be replaced by a 
tendency many times stronger when the 
executive authority usurps the place of 
the private monopolies. It is only then 
that the concentration of production 
within large units and the all-embracing 
activities of systems of conduits or pipe 
lines will have an opportunity of mak- 
ing their influence thoroughly felt. 


Vv 


The consequences of this to economic 
policy must in some measure depend, as 
do all other political problems, on the 
personal attitude of each individual. It 


is probably inevitable that the state’s 
control over economic life will increase, 
whatever we may say. That is not the 
question; the point is, ought we to en- 
deavor to strengthen this tendency or 
should efforts be made to restrict and 
neutralize it as best we can? 

The answer, as we have already 
hinted, is bound to be to a certain ex- 
tent subjective, but that does not pre- 
vent our making some general assertions 
as to the consequences of a decision one 
way or the other. They may be viewed 
both from a general cultural and also 
from a more restricted technico-economic 
standpoint. 

How far the state will be able to show 
the flexibility in adjusting itself to the 
vicissitudes of existence which individ- 
ually and privately conducted economic 
activities have actually displayed, it is, 
at this moment, impossible to say. It 
is only rational to suppose that mistakes 
have more far-reaching consequences 
when committed by a controlling au- 
thority that is common to the whole of 
a country’s economic life than when 
committed by individual economic or- 
ganizations, and the Russian experiences 
confirm this already quite self-evident 
conclusion. But theoretically it is not 
inconceivable, although in my view it is 
improbable, that the increased range of 
effect of such mistakes as are made may 
be offset by the likelihood of fewer mis- 
takes actually being committed, seeing 
that the state possesses the advantage of 
a wide field of vision such as individual, 
mutually independent enterprises lack. 

Of deeper import is the question 
whether what we call economic progress 
will begin more or less to slow down 
when competition no longer acts as a 
stimulus to adaptation and expansion. In 
that event we should arrive at the “sta- 
tionary state” that John Stuart Mill 
speaks of, and for which he shows a 
certain amount of sympathy; there is 
no counterpart in European history ex- 
cept possibly the Byzantine Empire. But 
a stationary condition usually implies an 
incipient retrograde movement, and it is 
most unlikely that the state would be 
very well qualified to effect such re- 
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forms as an economically declining com- 
munity is absolutely bound to need. It 
presupposes a state’s ability to refrain 
from favoring already existing social 
groups and vested interests, but this has 
never been a strong point with govern- 
ments generally. We are perfectly will- 
ing to admit, however, that no one can 
express any confident opinion on a sub- 
ject in regard to which the world is as 
yet entirely without experience. All 
that can be said with any certainty is 
that so far no state has shown any 
creative enterprise either in the economic 
or in the technical field. So far as I am 
aware, even the vast Russian experiment 
has almost exclusively been based upon 
technical progress achieved elsewhere and 
to a large extent has also had recourse 
to the assistance of experts from coun- 
tries whose economic life is mainly gov- 
erned by individuals. 

It would appear to be easier to take 
stock of the general cultural and spiritual 
consequences of the actions of an eco- 
nomically omnipotent state. The result 
is bound to be that no spiritual impuises 
whatever can be disseminated other than 
those the state not merely tolerates but 
takes deliberately into its service. If, 
for instance, all the printing works in a 
country are state-owned, any work, how- 
ever non-political or politically neutral 
it may be, would have to be submitted 
to the government-appointed manage- 
ment of the printing works for examina- 
tion before it was allowed to be printed. 
The spiritual power thus wielded by the 
state is far greater than that derived 
from the state’s ability, by the censorship 
and other means, to suppress what it dis- 
approves of; for the latter preventive 
measure is bound to leave large sections 
of the country’s spiritual life untouched. 
It might be objected that the sympathies 
and antipathies of private publishers un- 
der the present system influence the 
ability of literary production to achieve 


its spiritual aim. But “there is safety 
in numbers,” and that makes a vast dif- 
ference; for if one publisher will not, 
there may always be a second or a third 
who will. If all the newspapers are 
issued from a single, state-controlled 
printing works, there is no possibility of 
publishing anything but what the state 
desires to be published—not merely in 
the spheres with which the state’s own 
authority is immediately concerned but 
all along the line. 

There is a theoretical possibility that 
even under such circumstances the state 
might exercise such self-control as to 
permit all the divergent tendencies to 
express themselves with the same liberty 
of speech as when each tendency and 
each individual act according to the dic- 
tates of the independent mind. If, how- 
ever, there is any supposition contrary 
to all past experience, it is this. True, 
it is conceivable that the state might ap- 
point some far-sighted personality as 
controller of spiritual interests, and that 
he would inspire others to make valuable 
contributions; but that the same sort 
of spiritual life as that in which each 
member of the community was allowed 
to act at discretion and to the best of 
his ability could continue even on this 
hypothesis—that is the least likely of all 
possibilities. 

Planned economy is bound therefore 
to have its most far-reaching conse- 
quences in the spiritual sphere—conse- 
quences which in any circumstances, in- 
deed, are in some measure difficult to 
avoid in view of the technico-economic 
developments of the 19th century, but 
which under a system of planned econ- 
omy would attain a far wider sig- 
nificance. The question of whether 
planned economy is expedient or not be: 
comes therefore, at least for anyone 
working in the sphere of spiritual life, 
a question of what form it is desired that 
this work shall assume in the future. 
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This is the eighth of a series of articles by this author covering the 
entire subject of financial merchandising. New subscribers to Tur BanKers 
MaGazIneE wishing to obtain copies containing previous installments may do so 
on application.—Enrror. 


ELLING consists of practically the same steps as 
advertising and has as its ultimate aim, production of 
sales. Advertising is generally held to consist of five 

steps, but those of selling are frequently reduced to four: 
(1) Attraction of attention; (2) arousing of interest; 
(3) creation of desire; and (4) production of sales. The 
process of selling necessitates resort to psychology, as 
pointed out in a preceding article, and utilization of various 
sales methods. It is the purpose of this article to analyze 
the methods included within the process of selling, to weigh 
the advantages and disadvantages of each, and to contribute 
to intelligent selection of the more desirable methods. 


The Extent of Selling—The first group of financial 
institutions to resort to salesmanship was composed of 
investment banking houses, but commercial banks, savings 
banks, and trust companies have all come to the adoption 
of practical salesmanship in increasing numbers. One of 
the fields in which salesmanship has become especially 
prominent and important is that of trust solicitation, and 
the Comptroller of the Currency in his report for 1931? 
for the first time presented data on this subject. Few 
statistics on the extent of selling as carried on by financial 
institutions are available, and consequently no estimate of 
the total number of solicitors retained at the present time is 
possible. Available figures even though limited, constant 
reference to this topic in magazine articles, and discussions 
in the proceedings of the Financial Advertisers Association 
all tend to illustrate the extent of the great interest being 
evidenced in this subject by executives of financial institu- 
tions. 


*Comptroller of the Currency, Annual Report, 1931, p. 22 
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Propriety of Selling. as the executives of financial 
institutions adopted advertising methods for their businesses 
very slowly and with great reluctance, so were these execu- 
tives also very slow in adopting salesmanship. One of the 
strongest objections advanced against active selling by 
financial institutions, especially savings banks, commercial 
banks, and trust companies, was the contention that such 
endeavor was an activity outside of the realm of propriety 
of the banking business. This attitude is disappearing 
slowly, but some evidences of it still remain among more 
conservative institutions. Emphasis has been placed through- 
out this discussion upon the fact that financial institutions 
have services to sell just as other businesses have services 
to sell. Accepting this statement, one is unable to come to 
any conclusion other than that financial institutions are 
warranted in devoting much attention to the sale of services 
as well as to the other phases of merchandising just as long 
as the activities are conducted in a manner which reflects 
creditably upon the character of the particular institution. 








What to Sell——As with advertising, financial institu- 
tions have no specials and no bargains to offer in their sell- 
ing. The products of banks consist primarily of intangibles, 
and this fact necessitates a certain type of sales technique. 
This peculiarity undoubtedly makes the selling problem 
more difficult, for there is nothing to hold before the eyes of 
the prospect; he cannot be given a demonstration; after he 
has made his purchase, he is not able to admire it fondly 
and triumphantly; his neighbors and his wife cannot see it. 
Consequently, the prospect must be sold upon a basis of 
the satisfactions which the service will afford him. 








Types of Selling Efforts—Selling efforts may be classi- 
fied according to the manner and methods by which they 
are carried on. These efforts readily lend themselves to 
the following classification: 





Sales by directors and stockholders. 
Sales by full-time solicitors. 

Sales by part-time solicitors. 

Sales during intensive contests. 
Sales during continuous contests. 
Permanent selling staffs. 
Sales by outside organizations. 
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Selling which falls within the first class, that is, selling 
by directors and stockholders, will be considered in a later 
article. The other types of selling will be considered in the 
order mentioned above with the exception of “Sales by out- 
side organizations,” which will be considered at a later point 
in this article in connection with the peculiar problems of 
savings banks. 

Full-Time Solicitors.—Solicitors of this type, as the 
name indicates, are individuals who devote all of their time 
to the sale of bank services. These men may serve in a 
variety of manners, acting in some instances as special types 
of salesmen, such as trust solicitors, commercial account 
solicitors, or savings account solicitors, and in other in- 
stances they serve as general representatives of the bank, 
directing their efforts to a general disposal of bank services 
and specializing on certain departments, such as savings, 
bond, safe deposit, and other departments from time to 
time. Obviously, where the size of the bank warrants, 
retention of full-time solicitors for the sale of a particular 
service is much more desirable than retention of solicitors 
who deal in a variety of services. Every solicitor should 
constantly keep in mind the complete list of services offered 
by his institution, but at the same time, when he deals con- 
stantly in one particular type of service, he will likely be- 
come a better salesman both from the point of view of the 
institution which he represents and. from that of his pros- 
pects. In the first place, he will develop a clientele which 
is of great value. In the second place, he will become a 
specialist in his field, and this is of value likewise to his firm 
and to his prospects. He no longer canvasses with a high- 
pressure, memorized speech, but possesses sufficient acquaint- 
ance with his field to enable him to speak with a tone of 
authority or assurance. Salesmen of this type are of special 
value in the sale of the services of trust, bond, and com- 
mercial departments, where they come in contact with astute 
business men and must create a satisfactory impression. 
Finally, specialization of salesmanship permits a greater 
degree of specialization in the salesman’s reading, which 
fact should, within reasonable limits, better equip him for 
his work. 


Type of Individual Selected.—The recent developments 
in financial salesmanship have given rise to the question: 
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What type of individual is best suited for this particular 
kind of work? 

The impression has commonly prevailed that scions of 
wealthy families, football stars, and golf champions com- 
prised the more likely list from which to choose salesmen. 
This concept has prevailed particularly in the investment 
business, and has been due to the facts that such men fre- 
quently have personal contacts with individuals possessing 
large fortunes, that their names immediately command 
prestige and engender a following, and that they possess 
a poise and culture not found in individuals who have ex- 
perienced environments of less affluence or prominence. 
This attitude has been broken down somewhat during re- 
cent years as a result of rather rapid ascendancy in invest- 
ment salesmanship by men who possessed only the attributes 
of good character, personality and ambition. 

Regardless of the type of financial institution for which 
the salesman is chosen, certain essential characteristics must 
be sought. These have been summarized from various 
sources in the Investment Bankers Association’s course’ as 
follows: 

Health. 

Instinctive honesty and truthfulness. 
The instinct for helpfulness. 

The capacity for leadership. 

The capacity for accomplishment against odds. 
A forceful or pleasing personality. 
Physical poise. 

An alert and well disciplined mind. 
9. A good memory. 

10. Constructive imagination. 

11. Self-respect. 

12. A saving sense of humor. 

13. The determination to sell.* 


oh 


Doe 


os 


To these might well be added another: Education. If 
an individual possesses a good mind, he is surely capable of 
learning, but at the same time, a man who has received 
careful and thorough training in business and the arts has 
a background and a wealth of experience which should 
stand him in good stead in his personal development as a 
salesman. 





*Cf. Article IT. 
‘Morgan, Leslie A., op. cit., pp. 21-22. 
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Numerous bond. houses have clearly demonstrated that 
the above qualities suffice for the development of salesmen 
by organizing their own training schools, carefully choosing 
men graduating from universities, and then submitting 
them to a process of rigid training, during which the less 
fit are gradually eliminated. Furthermore, the sales con- 
tests and permanent selling staffs which have developed in 
numerous banks from coast to coast testify to the fact that 
salesmen may be developed. Occasionally, a man is en- 
dowed by nature with personality and manner which makes 
him an especially well qualified salesman, but the idea that 
salesmen are born has not been substantiated by records of 
recent years. 

Part-Time Solicitors—This term usually designates 
employes of a given institution who spend a portion of 
their time at duties within the institution and the remainder 
at selling outside of the institution. This group also includes 
officers who generally are able to accomplish a great deal by 
calling upon customers of the organization. Some institu- 
tions require officers to devote a certain amount of time 
such as one-half day per week or one hour per day to calls 
upon customers and prospects. Very frequently employes 
designated as part-time solicitors have no specific time to be 
devoted to selling outside of the institution whereas, in other 
instances, they spend a certain number of hours each day 
in selling. The amount of time which will be devoted to 
such activities in all likelihood depends upon the size of the 
institution and the amount of business which can probably 
be produced in the particular community. 

In so far as the qualities of part-time solicitors are con- 
cerned, they do not differ from those of full-time repre- 
sentatives. Part-time salesmen are likely to be a bit de- 
ficient in their sales methods, for in all likelihood they are 
drawn from the staff and sent out to represent the institu- 
tion without having received special training. This handi- 
cap alone has led to results which have been distinctly 
disappointing to executives, but these results are very 
readily explained. Part-time salesmen must be taught the 
technique of salesmanship just as well as full-time solicitors, 
for when interviewing a prospect the interview is just as 
important when the representative makes two calls per day 
as when he makes seven. 
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Contests.—Quite a few years ago, banking and finan- 
cial institutions resorted to contests to produce new busi- 
ee" These have taken a variety of forms, including prac- 

‘ally every type from directors’ contests to corn-growing 
cae These quite naturally fall into three distinct 
classes. ‘Those contests which involve solely directors will 
be discussed in a later article which will deal especially with 
directors; and those contests which are nothing other than 
publicity plans will be considered in a later article. The 
discussion is here confined to those contests which are car- 
ried on among employes. ‘These contests are of two types: 
The intensive, and the continuous. 

The intensive campaign is restricted to a given period of 
time, say two months. It is usually inaugurated with a 
banquet or dinner; it is characterized throughout its dura- 
tion by numerous meetings and “pep” talks; and is usually 
brought to a close with a dinner, speeches and awarding 
of prizes. Intensive campaigns have produced very attrac- 
tive results in numerous instances in the past. They have 
been known to produce hundreds of thousands of dollars in 


deposits, to sell all of the safe-deposit boxes in a given bank, 
to produce numerous trust agreements and to sell many 
bonds. Nevertheless, the intensive sales campaign has been 
greatly criticized by persons who have considered the adop- 
tion of it, or have used it. 


Ob jections.—Several objections to the intensive sales 
contest must be recognized at the beginning. In the first 
place, it produces a type of business which is likely to be of 
a migratory nature. This kind of business remains with 
the institution until a competitor stages a contest, and at 
that time is likely to depart as a result of the allurement of 
the new contest. In the second place, it is likely to produce 
an unprofitable type of business. Employes seek customers 
on a basis of numbers and present volume of business 
instead of on the basis of prospects for future business and 
for the maintenance of present volume. In the third place, 
jealousies and dissatisfactions arise among the employes. 
This may be due to natural differences of sales ability and 
may also result from inequality of opportunity to exert 
sales efforts. In the fourth place, after an intensive contest 
has been conducted, it is likely to result in a period of re- 
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action, in which new business decreases in volume. In the 
fifth place, difficulties arise as to the determination of what 
is new business for which credit should be given. Regard- 
less of how carefully the campaign is defined and how care- 
fully rules are established for its conduct, questions are 
bound to arise in border-line cases. In the sixth place, 
similar questions concerned with allocation of credit for new 
business are bound to arise. In the seventh place, it is not 
necessary to resort to contests to produce new business from 
many employes. ‘The incentive for personal advancement 
is sufficiently strong in many persons to cause them to 
strive to produce new business even though they are not 
involved in a contest. In the eighth place, during the period 
in which a campaign is being conducted, the duties of em- 
ployes are very likely to suffer. A teller may indiscreetly 
keep a line of customers waiting while trying to sell one 
individual and thus produce ill-will.* 


Conducting the Contest.—-Some executives still feel that 
contests produce results and possess merits of the first 
order, in spite of what has been said above, and in spite of 
the fact that the plan presented below is a preferable alter- 
native to the intensive campaign. In view of the fact that 
contests are useful in some instances, it becomes necessary 
to summarize the fundamental principles to be followed in 
the conduct of an intensive contest. Many of these rules 
apply likewise to the continuous campaign. 

In the first place, the period of the contest should be 
very definitely stated. Secondly, a large number of persons 
should be interested in order to attain greatest results. This 
gives contact with a greater number of persons and makes 
the competitive spirit stronger among participants in the 
contest. Thirdly, suitable rewards must be posted for the 
attainment of new business. These take a variety of forms, 
but are very frequently cash prizes and commissions. 
Fourthly, a point or scoring system must be carefully pre- 
pared, and the rules of the contest must be rigidly defined. 
Fifthly, the contest should be placed in charge of an indi- 
vidual, preferably an officer, who will serve as director for 


‘These objections have been suggested by: Report of Research Committee 
on Employes’ New Business Campaigns, Financial Advertisers Association, 
Proceedings, 1931, pp. 220-223, p. 220. 
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the campaign and act as arbiter in all cases in which ques- 
tions arise. The director of the campaign is distinctly in- 
strumental in its success or its failure, and among the 
duties which he should perform are the following: 


1. Hold get-together meetings at regular intervals and occasional 
special meetings of all entrants in the contest. 

2. Issue drive bulletins showing the progress of the contest and 
giving suggestions for improvement in method. 

3. Advertise the drive widely. Some mention may be made of the 
drive in the institution’s advertising, but in some of the advertising no 
mention need be made, the advertising being designed to expedite the 
work of entrants without using the contest as an appeal. 

4. Direct the writing of special letters to lists suggested by the 
employes or selected for them. 


5. Provide sales literature and closing inducements for the use of 
employes.® 


Some companies specialize in directing intensive cam- 
paigns for banks and have devised numerous plans which 
may be used. Furthermore, they supply sales material for 
employes to use, furnish rewards, arrange for dinners, 
issue sales bulletins, and care for other incidental matters 
which occur in the conduct of such contests. Plans of this 
kind are distinctly advantageous because of the experience 
which the directors of the plans have had. At the same 
time, these plans are subject to the objections commonly 
raised against syndicated advertising material and outside 
selling agencies, for much of the sales material is of 
syndicated nature and the selling efforts are likely to bear 
evidences of high pressure. 


The Continuous Campaign.—Attempts have been made 
to alleviate some of the disadvantages of the intensive 
contest, especially the reaction following such contests, by 
conducting so-called continuous campaigns. This form of 
selling endeavor is more or less of a hybrid between the 
intensive campaign and a permanent selling policy for an 
institution. Under this plan, employes are frequently 
paid a commission on the business which they produce, and 
then at the end of quarters or at the end of the year prizes 
are awarded for superior achievements. Many of the insti- 
tutions which abandoned intensive campaigns have since 
inaugurated permanent selling policies. 


"These duties have been suggested by Knapp, G. Prather, op. cit., p. 71. 
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Permanent Selling Organizations.—This plan proceeds 
upon the assumption that every employe of a business 
should consider himself as a sales representative of that 
business. It seeks to develop within the organization a 
trained staff of sales people, and thus tends to make the 
business self-perpetuating. This plan has several distinct 
advantages which recommend its use in preference to the 
intensive and continuous campaigns. This does not mean 
necessarily that the intensive campaign occupies no place 
in the sales programs of financial institutions, for even with 
a permanent selling organization situations might arise in 
which it would be highly desirable to conduct new business 
campaigns of short duration and intensive efforts. Such 
occasions might be the opening of a new building, an anni- 
versary celebration, or a campaign conducted in honor of 
an officer of me service. 


Advantages. < advantages accrue to the permanent 
selling programs of financial institutions. In the first place, 
the efforts are not spasmodic and the reaction which follows 
closely upon the intensive campaign is absent from the con- 
tinuous campaign. In the second place, employes are 
usually compensated on the basis of the sales which they 
produce, and not on a basis of prizes awarded for surpass- 
ing others. This tends to eliminate many of the petty 
jealousies which) are apt to arise in an intensive campaign. 
In the third place, each individual becomes his own com- 
petitor. His past record constantly stands before him, and 
if he has had a poor record in the past, he can be urged to 
strive to surpass that poor record, whereas the same is true 
if he has had an unusual record. Fourthly, constant 
emphasis upon salesmanship tends to make the employe 
feel more strongly that he is an integral part of the busi- 
ness. Fifthly, such a program tends to disclose the weaker 
members of the organization in so far as sales production 
is concerned and, at the earliest opportunity where advis- 
able, they may be replaced by individuals who will produce 
business in addition to performing the routine tasks accom- 
panying their positions. Finally, the business produced 
under such conditions is likely to be more enduring than 
that resulting from the intensive contest. The transient 
or migratory business is largely eliminated, and that ob- 
tained probably accrues and develops very slowly. 
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Disadvantages.—-Only a few disadvantages can be 
raised as objections to the permanent program of salesman- 
ship. In the first place, the employes are likely to become 
tired of the idea, and produce practically nothing unless 
they are constantly stimulated by a forceful and vigorous 
sales manager. In the second place, it is difficult to obtain 
sales managers who will successfully and _ productively 
manage the sales efforts of a financial institution. In the 
third place, some employes are likely to resent the fact 
that they are being considered as sales people, but this 
resentment may soon be overcome by organization and crea- 
tion of a sales-minded attitude. 


Essentials of a Permanent Program.—The creation of 
a sales organization within financial institutions is a devel- 
opment of such recency that few clearly defined principles 
have developed to be used as a basis for the establishment 
of such a department. However, those principles which 
have thus far developed may be briefly summarized. 

The first problem confronted by a bank in developing 
such an organization is inauguration of the program. This 
may be undertaken by the officers of the bank or it may be 
turned over to business concerns which specialize entirely in 
this type of work. These organizations will send a field 
man to a given institution; he will train the employes for 
a given period of time; and at the end of that period leave 
the employes on their own. This presumes development of 
a permanent sales staff in the meantime, but executives may 
be disappointed if they expect that a training period of 
three months or thereabouts will develop within the institu- 
tion a sales staff which will consistently produce results. 
Organization of the staff of a bank into a_ perma- 
nent selling staff necessitates constant supervision just as 
other sales organizations are supervised. A. sales manager 
must be appointed within the bank. Whether he is to be 
an individual who devotes all of his time to this work, or 
only part of his time, depends entirely upon the size of the 
organization retaining him. These activities may be cared 
for in some institutions by the same individual who cares 
for the advertising. His work involves constant supervision 
of the salesmen, production of sales letters to employes, 
sales talks, and organization of the selling program and 
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correlation of this program with the general merchandising 
program of the institution. 


The Logic of the Permanent Sales Program.—Advo- 
cacy of a permanent sales program and concomitant devel- 
opment of the bank staff may raise some questions as to 
the logic of this procedure. It has been argued earlier that 
financial institutions are justified in adopting a sales pro- 
gram; therefore, there are no reasons why employes of 
those institutions should not attempt to sell the services 
offered by the institution which employs them. It is true 
that many employes have greater opportunities to make 
sales than others because of the nature of their work. 
Tellers come in contact with many more persons than do 
bookkeepers in the ordinary course of the day’s business. 
Those employes who come in contact with the public assist 
in conveying the personality of the institution to the public. 
They have opportunity to become acquainted with cus- 
tomers and to learn a great deal about the financial positions 
and requirements of these customers. Merely because of 


the information which they possess, they are in positions 
which enable them to make sales if they care to do so. At 
the same time, all employes of an institution have sufficient 
contacts with the public to warrant their inclusion as a part 
of the sales force. 


Problems Differ—The sales problems of commercial 
banks, savings banks, investment houses and trust com- 
panies differ to a great extent. The fundamentals of sell- 
ing remain the same, but the differences are sufficiently 
great to warrant individual consideration of each of these 
problems. ‘They will be considered in the order mentioned 
at the beginning of this paragraph. 


Commercial Banks.—Customers of commercial banks 
are frequently called upon by representatives who some- 
times attempt to sell services and in other instances merely 
strive to develop a feeling of friendliness toward the par- 
ticular institution. The latter constitute so-called “good-will” 
calls, in which the representatives inquire of the particular 
individual concerning his needs, and whether or not the 
bank which is represented satisfies those needs. These calls 
afford not only opportunity to establish sales contacts, but 
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also to obtain credit and other information which may later 
be of value. Furthermore, when the same representative 
calls on a firm from time to time, an acquaintanceship 
rapidly develops which will undoubtedly be of great value 
when some difficulty arises or when some information must 
be obtained if the individual applies for a loan or seeks to 
transact other business which necessitates the obtaining of 
information. 

The number of calls which will be made by the repre- 
sentatives of a bank will vary with conditions and with the 
amount of business which is being transacted. One large 
New England bank divides its accounts into three classes 
depending on size. The larger customers receive at least 
two calls a year, members of the next group receive one call, 
and finally, the smaller accounts are called on at least once 
in two years.° Smaller banks with numerous local accounts 
may well make more frequent calls, or if the individual 
visits the bank frequently, he may be addressed while he is 
in the bank. <A call upon a customer at his place of busi- 
ness, however, is likely to make him feel that the bank has 
a greater interest in him than when he is addressed only 
while in the bank. 

Representatives have been interested not only in selling 
the services offered, but also in calling the attention of 
customers to services offered by the bank for which no 
charge is made. This aspect of selling has undoubtedly 
been overdone just as all the fetish of free services, but 
when confined to reasonable limits is likely to strengthen 
the bonds between the customer and the bank. 


Correspondent Representatives—A highly specialized 
form of selling is that conducted by representatives sent 
out by city banks to call on correspondents. These indi- 
viduals make periodic calls in order to cultivate good-will 
by their friendliness and by the rendition of as much service 
as possible. However, these representatives are frequently 
criticized for their failure to be of greater service. The 
following indictment by “an eastern country banker’ is 
representative criticism :* 

Hg, Ray A., Creating a Selling Force out of an Entire Organization, 
Financial Advertisers Association, Proceedings, 1931, pp. 202-215, p. 207. 


*Contact—Between Country Banks and City Correspondents, American 
Bankers Association Journal, Vol. XXV, February, 1933, p. 36, 
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I feel that the larger correspondents do not choose carefully 
enough the men whom they send out to maintain contact with the 
country banks. We have had very cordial relations with our two 
principal correspondent banks, but calls from their men have been 
extremely infrequent. If we get a call once a year, they are doing 
very well. 

The men who call on us are excellent gentlemen, but they are not 
men who can give us very much, if anything. We are not especially 
in need of contact men who are glad to visit us and admire our village 
and banking quarters, but who cannot discuss the bond market because 
they are not familiar with it, who do not care to express an opinion 
on Government Bonds, who have rather hazy ideas about foreign con- 
ditions, etc. We shall be very glad to have someone drop in occa- 
sionally who possesses a real conception of country banking problems. 
Thus far we have never had one in the bank... . 


These representatives should be so trained that when 
they call upon correspondents, their calls should be highly 
worthwhile both for the institution represented and for the 
correspondent. 


Savings Banks.—The savings banks have essentially one 
service to offer for sale and have resorted to numerous 
methods designed to produce sales. One of the most 
common of these has been the outside selling force. These 
agencies are retained for a given period under a certain 
agreement. The agency agrees to produce a certain amount 
of business during this time, or else not be compensated 
for its efforts. Very frequently, these salesmen offer to 
give some premium or gift to prospects as an inducement 
for opening accounts. ‘These gifts have included practically 
every type of device from umbrellas to alarm clocks. This 
type of salesmanship is to be emphatically deplored for 
several reasons. In the first place, it tends to produce a 
transient type of business just as does the intensive contest. 
In the second place, the type of salesmanship used is gen- 
erally of the high-pressure variety, and is likely to incur 
ill-will. These salesmen are interested not in the long-term 
development of the institution which they are supposed to 
represent, but rather in immediate sales. In the third place, 
their sales are usually made on the basis of the premium 
which they offer. This is distinctly unsound, for the indi- 
vidual comes to the institution not because of his desire to 
patronize that institution but rather because he is lured by 
the novelty which is offered to him. 
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Position of the Teller—vTellers occupy especially favor- 
able positions in so far as the production of business is 
concerned in both commercial and savings banks. They 
have been particularly careless or negligent in developing 
this phase of their positions, but it must be conceded that 
the conservatism of some institutions has hampered them 
in developing sales ability. The tellers are, to a large 
extent, the connecting links between the institution and the 
public in the ordinary details of everyday banking. Never- 
theless, they have been particularly prone to make no efforts 
to be courteous or accommodating, and this indifference 
frequently elicits unfavorable comments from customers. 
The teller, by treating his customers graciously, and by 
occasionally suggesting a service to customers or by turning 
a customer’s name over to the trust department or other 
department for development, may produce a great deal of 
business and at the same time render service to them by 
doing so. Some banks, in order to develop the tellers into 
salesmen, hold sales meetings for them at regular intervals,* 
but whether this is done or not, each teller should volun- 
tarily assume this responsibility which accompanies his 
position. 


Security Merchandising.—-Security merchandising prob- 
ably constitutes one of the most highly developed phases of 
financial merchandising, and certain aspects of it developed 
with great rapidity during the past decade. The distribu- 
tion of securities is divided into two branches which may be 
referred to as wholesale and retail divisions of the process. 
The wholesale division of the process involves the use of 
syndicates and underwriters, whereas the retail division in- 
cludes the selling of issues directly to investors. 

A number of different types of syndicates may be organ- 
ized for different purposes,’ but one of the most common 
types is known as the selling or distributing syndicate, 
which is usually formed in order to obtain a wide sale of 
securities to the public. The syndicate is organized by an 
investment house which assumes leadership and occupies the 
position of syndicate manager. This organization purchases 





‘Bartlett, Mark, Correct Bank Salesmanship, Financial Advertisers Associa- 
tion, Proceedings, 1931, pp. 176-187, p. 182. 
*Gerstenberg, C. E., Financial Organization and Management, pp. 389-390. 
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securities from the issuing body or from another syndicate 
body at a certain figure and then distributes the securities 
among its members with an agreement to dispose of them 
at a certain price. Some of the houses which take these 
issues have offices or correspondents in different cities. 
These branches, correspondents, or independent dealers, 
constitute the retailers, and are notified immediately of an 
issue in which they may participate. Sometimes a portion 
of the issue is offered to them, and in other instances they 
are told that a certain portion has been set aside for them. 
It then practically becomes the duty of these retailers to 
distribute the small parcels allotted to them among their 
customers. 


Investment Salesmanship.—Mention has been made 
above of the early development of security salesmanship 
in 1883 and its continuous growth since that time. Invest- 
ment houses have developed training schools for new em- 
ployes, and virtually training schools for old employes. 
Whenever a house takes on an issue, it usually prepares 
booklets describing the industry represented by these securi- 
ties, and also the particular firm. Sales meetings are fre- 
quently held and at these times the salesmen are instructed 
in the particular characteristics of the business whose securi- 
ties are being offered for sale. Frequently experts in the 
given field address the salesmen; occasionally movies are 
shown to illustrate the issue; and at times these movies are 
sent about from city to city, and prospects are invited to 
attend their display. 

Just as investment salesmanship has reached the highest 
level of development among financial institutions, so also 
is it subject to a greater number of criticisms. In the first 
place, this type of salesmanship frequently resorts to very 
high pressure. The amount of pressure applied varies 
inversely, generally speaking, with the quality of the se- 
curity. Greatest pressure is applied in the sale of fraudu- 
lent or low-grade securities, whereas highest grade securities 
are frequently sold merely by a call on the telephone and 
without lengthy sales speeches. In the second place, many 
issues have been sold when there has been some question as 
to the merits of the security. This is a consequence of the 
manner in which securities are underwritten. The smaller 
houses which desire to be affiliated in securities participa- 
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tions with larger houses find it necessary to partake of the 
poorer issues, generally if they are to be favored with par- 
ticipation in the better grades of securities. Consequently, 
salesmen are sent out, and practically forced to sell issues 
which would not receive the approval of the sponsoring 
house under other conditions. In the third place, the 
practice of “switching” brings with warrant much con- 
demnation to security and investment selling. The security 
salesman is lured by the commissions which will accrue to 
him from the sales which he makes, and thus, every time 
he sells securities being offered by his house, he not only 
elevates himself in the esteem of the firm which he repre- 
sents, but also increases his income. Switching is the 
practice of selling an issue to an individual and then a few 
days or weeks later suggesting that he sell that particular 
issue and buy another issue, or else trade the original issue 
for new issues being offered by the salesman. His firm will 
in. turn sell the traded securities elsewhere. This practice 
is undesirable for several reasons. In the first place, the 
individual makes a commitment for investment purposes, 
but later turns to more or less speculative practices. In the 
second place, it tends to increase the shifting of securities 
from which the switch is being made. It is conceivable that 
a large house with branches throughout the country might 
suggest a given move to its salesmen, and this in turn might 
very greatly depress the price of that security issue on the 
market. This redounds unfavorably to those other persons 
who have purchased the issue, and also may produce un- 
favorable results for the corporation, because if this liquida- 
tion assumes large proportions it implies poor credit stand- 
ing. Unquestionably, a large portion of the selling of the 
past few years, especially during the speculative boom, was 
of an uneconomic nature and constituted a distinct waste. 
Investment salesmanship needs a severe purging in order 
to eliminate some of the undesirable practices now pre- 
vailing.*® 

European Procedure.''— The practices followed in 
America in the sale of securities afford an interesting con- 


“Of. Sherrod, J., Scapegoats. The Securities Act of 1933 may result in 
elimination of some of the undesirable practices of investment salesmanship. 

uOf, Willis and Bogen, op. cit., Chapter XXIII; also, Willis, H. Parker, 
and Beckhart, Benjamin H., Foreign Banking Systems, Butson, H. E., The 
Banking System of the United Kingdom, pp. 1144-1241, pp. 1225-1241. 
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trast to the methods employed in Europe. In the first 
place, the bond salesman is almost unknown in England 
and also in France and Germany. In England the British 
joint stock banks tend to refrain from entering the security 
business, with the exception of exercising orders to buy and 
sell securities for their customers. Securities are under- 
written by the large wholesale houses which are known as 
“houses of issue” and by promoters who organize to handle 
a specific issue. The actual distribution of securities is 
accomplished by means of brokers who build up lists of 
clients in their particular localities. The individual who 
desires to purchase securities communicates with the broker, 
and the broker makes recommendations which closely 
approach professional nature. The broker receives orders 
and turns them over to a house of issue which pays him a 
fee for doing so. Also in England many new issues are 
not offered to the public before being listed on the Stock 
Exchange, as is the American practice, but are there listed 
and then gradually disposed of in this manner. In France, 
the branches of each credit bank place a great deal of 
emphasis upon the distribution of securities. The con- 
fidence which the French people place in these credit banks, 
and the distribution of securities through them, has reduced 
the cost of distribution of securities in France to such a 
point that it “could well be perhaps the lowest in the 
world.”'* Similar procedure is common in Germany where 
the “ID” and other large commercial banks distribute securi- 
ties through their branches. Securities are usually there 
sold directly to the customers who obtain order blanks at 
the branch offices. Consequently, because of the methods 
of distribution used in the more important European coun- 
tries, much less emphasis is placed upon merchandising than 
is the case in this country, and the cost of selling conse- 
quently becomes much less. 


Trust Salesmanship.—This type of salesmanship ranks 
second in order of importance, and is likely before many 
years pass to attain importance on a par with that of the 
sale of securities. This selling becomes more or less readily 
divided into two classes: The sale of trust company serv- 
ices first to corporations, and second to individuals. In 


*Willis and Bogen, op. cit., p. 504. 
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some instances, the same representatives seek to sell both 
types of services, and in others salesmen specialize on 
clients who are prospects for particular services. The sale 
of services to corporations requires the establishment of 
contacts with corporate officers, and these officers must be 
convinced of the merits of the services offered by the trust 
companies. <A larger portion of the selling activity of trust 
companies appears to have been devoted to the sale of trust 
services to individuals. ‘Trust companies seek appointment 
as executors and administrators under wills, as guardians 
and conservators of estates, or for the execution of similar 
tasks. Two fields of trust work which have been emphasized 
very strongly in recent sales efforts are living trusts and 
life insurance trusts. The first of these is offered especially 
to individuals who have accumulated small or large fortunes 
and who seek to divest themselves of the responsibility of 
management of their funds. Establishment of such agree- 
ments is especially desirable because it is likely to lead later 
on to a life insurance trust or to an agreement to act as 
executor under a will. 

Life insurance trusts constitute a type of trust service 
which has not been developed nearly so much as might 
profitably be the case. The idea predominates among trust 
officers that a life insurance trust agreement will not prove 
profitable forthe trust company unless it involves life insur- 
ance totaling $25,000 or more. This opinion is based upon 
immediate execution of the agreement. However, a very 
fertile field awaits those trust companies willing to make 
trust agreements involving smaller amounts of life insur- 
ance, especially with young men of promise. Numerous 
young married men today carry fifteen or twenty thousand 
dollars of life insurance and the burdens of families prevent 
them from carrying larger amounts for the time being. 
However, as the earning power of these men increases, in 
all likelihood, they will carry larger amounts of life insur- 
ance. Their life probabilities are such that very few of 
these small policies will become claims until such time as 
they will involve larger amounts, or if they do become 
claims soon, they are likely to become such as a result of 
accident: and this brings into operation in many cases the 
double indemnity provision which, of course, makes the 
amount larger. Furthermore, trust companies render a 
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distinct social service by selling life insurance trust agree- 
ments, because of the rapidity with which proceeds of insur- 
ance policies are dissipated. 

Trust company salesmanship is confronted with peculiar 
problems similar to those discussed under trust company 
advertising copy. Some trust salesmen have used salesman- 
ship as a device by which they are able to induce clients or 
prospects to allow their men to prepare a will or similar 
document. ‘This, in turn, has produced a great amount of 
ill-will on the part of lawyers. Salesmen who believe that 
personal selling is a method less obvious than advertising 
by which to offer legal services without cost in order to 
obtain business will do well to remember that such actions 
sooner or later will antagonize lawyers, and may result in 
an unfriendly attitude toward the trust companies. The 
trust companies offer services which need not necessarily 
conflict with the services offered by lawyers, but each must 
recognize the particular fields of specialized activity of the 
other and remain within those fields. 


Training of Salesmen.—Karly paragraphs in this article 
presented a description of the qualities which salesmen of 
financial institutions should possess, but nothing was said 
concerning the specific training in salesmanship which these 
individuals should have. The training of salesmen, regard- 
less of the type of financial institution, constitutes an 
important step in rendering these individuals of greater 
service to the institution which they represent and to the 
customers whom they desire to serve. Some investment 
houses have organized training courses for their salesmen 
and require that new men shall pursue courses of this kind 
for six to nine months or longer, at which time they are 
given detailed training in the nature of the investment busi- 
ness and in the merchandising of securities. Few, if any, 
banks and trust companies have gone to the extent of 
conducting training courses for salesmen as have investment 
houses, but many of them have given their representatives 
short courses in salesmanship.'* These courses have at- 
tempted to acquaint the individuals with the exact nature 
of the businesses which they are to represent and also with 
the principles of salesmanship. A very common practice, 


“Cf. Bixby, R. R., Selling the Services of the Trust Department. 
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especially among trust companies, is to break in new sales- 
men by having them spend three or four weeks perusing 
literature previously distributed by the organization such as 
newspaper advertisements, booklets, radio speeches and 
similar material. 

A second aspect of the training of salesmen is that which 
pertains to improvement in the methods of men who have 
been in the employment of the particular institution for 
some time. It has been a common practice among the 
larger investment houses to hold periodical conferences of 
their salesmen in which the general principles of salesman- 
ship have been discussed. It has also been a common prac- 
tice to hold conferences in connection with the sale of par- 
ticular issues. Commercial banks, trust companies and 
savings banks have not held such specific conferences, but 
these topics have received detailed treatment at some of the 
management conferences which are held in different sections 
of the country from time to time, and the Financial Adver- 
tisers Association has treated these topics to such an extent 
that the annual conventions have approximated brief train- 
ing schools. A group of investment house representatives 
in New York City met regularly in 1930," during the pur- 
suit of a course in security salesmanship sponsored by the 
Investmeint Bankers Association. Also, in 1929, the Equi- 
table Trust Company before it was merged with The Chase 
National Bank held a Trust Development Conference. 
This was veritably a course in trust salesmanship, attended 
by trust company representatives, life insurance company 
representatives, tax experts, and similar individuals, and the 
proceedings which were published constitute a useful volume 
in trust development literature.'” The developments which 
have taken place thus far in the training of salesmen lead 
to the conclusion that when business recovers from the 
depressed conditions of the early ’thirties, additional empha- 
sis will again be placed upon this topic. 


The Sales Manual.—Increased recognition of the impor- 
tance of salesmanship to financial institutions has resulted 
in placement of emphasis upon the training of salesmen, as 


“Cf. Article IT. 


“Cf. The Equitable Trust Company of New York, Proceedings of the Trust 
Development Conference. 
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pointed out above. One of the accessories used by financial 
institutions to aid their salesmen in producing business is 
the sales manual. ‘This device is used very extensively in 
other lines of business but comprises a rather new develop- 
ment in the field of financial services. At the present time, 
sales manuals in financial institutions are still “extremely 
rare articles.”** The National Shawmut Bank of Boston 
has been one of the pioneers in the use of the sales manual. 
Probably within a short time sales manuals will be avail- 
able which will be of general nature and designed to apply 
to any representative financial institution. However, where 
the institution is large enough, it would seem advisable to 
write or to have one written for that particular institution. 
Selling, like advertising, is a process of conveying the per- 
sonality of the institution to the public. A sales manual 
designed for the use of a given institution is more likely to 
convey the personality of that institution to its employes 
than one which has been designed for general application. 
The use of a manual of the latter kind is somewhat similar 
to the use made of syndicated advertising, and has practi- 
cally the same disadvantages. 


Contents of the Manual.‘‘—An outline of a sales 
manual has been presented recently and is here summarized 
in order to show the general nature of the contents of such 
a volume. 


Introduction. 

a. Purpose of the manual. 

b. Explanation of Name and Trade Mark. 
Chapter I. Origin and Development of Banking. 
Chapter II. History of American Banking. 
Chapter III. History of the Particular Bank. 
Chapter IV. Your Bank and the Financial Structure. 
Chapter V. The Local Clearing House Association. 
Chapter VI. The Service of the Bank. 

a. Bank Relations Division. 
b. Branches. 

c. Collection Department. 
d. Coupon Department. 

e. Corporation. 

f. Demand Accounts. 


*Booth, Roy H., Jr., How to Build a Bank Sales Manual, Financial Adver- 
tisers Association, Bulletin, October, 1932, pp. 19-21, p. 19. 
“Ibid, 
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. Foreign Departments. 
. Industrial Department. 
Real Estate and Mortgage 
Department. 
Safe Deposit Vaults. 
. Savings Department. 
. Time Sales Department. 
m. Trust Department. 
n. Women’s Department. 

Chapter VII. “What Happens to a Check’—This is written 
in the form of a dialogue, taking place before a teller’s 
window. 

Chapter VIII. Description of Merchandising Work Being 
Done by the Bank. 

Chapter IX. Sources of Prospects. 

Chapter X. Successful Salesmanship. 

a. Prior Investigation. 

b. Approach. 

ce. Demonstration. 

d. Closing. 

e. Serving Your Customers. 

Chapter XI. “The Man on the Job’—“a peptalk on the 
value of enthusiasm and confidence in the make-up of a 
real go-getter salesman.” 

Chapter XII. Common Objections. 

Bibliography. 


Preparation of the sales manual should be in charge of 
an editor and then various special features of it may be 
Ww atten by specialists within the bank. It may be embel- 
lished with cuts as the appropriation warrants, messages 
from officers, and similar material which will add to the 
interest and force of the publication. 

It has been suggested’* that 81% inches by 11 inches is a 
good size of page to use for the manual, but it would seem 
that a smaller page might be more desirable. The manual 
should be of such construction that the employe may al- 
ways have access to it, whether he is in the bank or outside 
of the bank. This principle would seem to indicate that it 
should be no larger than convenient pocket size. 

The manual should contain as much detailed informa- 
tion as possible for the particular purpose intended. If a 
number of salesmen outside of the bank are to use it, it 
might contain more detailed information than the outline 
given above would indicate. ‘The manual is designed for 


“Tbid., p. 21 
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utility, and the purpose for which it is designed will dictate 
its contents. ‘The selections made by the editor will deter- 
mine whether or not the volume will satisfy the purpose 
intended. 


Sales Prospects.——The most difficult problem for any 
salesman, whether he vends the wares of a wholesale grocery 
house or offers for sale the intangibles of a financial institu- 
tion, is that of deciding upon whom he shall call. The mere 
matter of making a call presents no difficulties, but calling 
upon persons who will respond with business is an entirely 
different story. ‘Too much selling effort of all kinds is 
currently directed blindly, for in their scramble to produce 
sales, salesmen come to believe that mere number of calls 
will produce business. This wastes their own time, that of 
the persons upon whom they call, and, in addition, does not 
produce the volume of business desired. This policy results 
all too frequently in selling merely for the sake of making 
a sale, and not in providing a service which the prospect or 
consumer really desires or needs. It is not an impossibility, 
however, to obtain prospects vitally interested in the mer- 


chandise being offered, and prospects who will enjoy a 
distinct satisfaction by having their attention called to the 
particular service offered by the institution represented. 
Renewed emphasis is being placed upon the fact that sales- 
men and houses sending salesmen out should spend more 
time preparing prospect lists. 


A Neglected Source—Financial institutions all too fre- 
quently send forth salesmen admonished to produce business 
and then neglect one of the most productive sources of new 
business, present customers. The mere fact that an indi- 
vidual has a savings account with a bank is no indication 
that he is not a prospect for additional business. The very 
fact that he has opened an account with the institution 
should indicate that he would be very likely to transact 
additional business with the institution if approached on 
the subject. Even though a customer has only a very small 
balance with the bank, the first and most difficult obstacle 
to business has been overcome: He feels friendly toward 
the bank, in all likelihood. Examination of records of 
banks indicates that approximately three-fourths of the 
accounts on their books fail to show profits; the bank would 





THE BANKERS MAGAZINE 


make more profits without those accounts as they now 
stand! At the same time, these individuals are neglected 
repeatedly in the sales efforts. Unprofitable accounts may 
be converted into profitable accounts by salesmanship; safe 
deposit boxes may be sold to individuals with savings 
balances; savings accounts may be sold to proprietors of 
checking accounts; numerous accounts suggest the need for 
a will or life insurance trust agreement. After present 
customers have been thoroughly contacted, then it is time 
to seek business elsewhere. 


Preparing for the Salesman.—The salesman is all too 
frequently looked upon as a vendor who is able to go forth 
without aid from the firm which he represents, and produce 
business in satisfactory quantities. Some salesmen are suf- 
ficiently skilled in their art that they are able to accomplish 
this, but those who are less skilled or perhaps less fortunate 
find great difficulty in satisfying the exacting demands of 
their sales managers. Furthermore, salesmen tend to resort 
to high-pressure, one-call methods of producing sales and, 
in the long run, a dissatisfied customer is also a consequence 
of such a procedure. More care and preparation in advance 
of the salesman’s call would probably pave the way for the 
salesman, eliminating many of those prospects who will 
either refuse to talk with him, or else turn him away with 
instructions not to return. This preparation essential to 
paving the way for the salesman may be obtained by the 
use of advertising. Selling is not an independent field of 
merchandising endeavor, but merely one division of it which 
is closely related to the other three divisions. Few salesmen, 
especially in the trust field, make more than five original 
calls per day, because much of their time is devoted to 
follow-up calls. Successful interviews resulting from the 
four or five calls will probably number barely one or two 
per day, and very few representatives adequately care for 
more than five hundred new prospects in a year.'® Conse- 
quently, every bit of advertising effort which is exerted for 
the purpose of aiding the salesman will in all likelihood be 
productive of results. Furthermore, it elevates the status of 
the salesman if his connection with the institution is estab- 


“Cf. Report on Questionnaire Regarding Personal Solicitation of Trust 
Business, Financial Advertisers Association, Bulletin, July, 1926, pp. 265-271. 
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lished before he calls. This may be accomplished by a letter 
from the firm announcing that he is going to call, or a 
telephone call made by the salesman may produce desirable 
results. Of course, in some instances, a practice of this 
kind would not be desirable, and it becomes better for the 
salesman to approach his prospect without having direct 
advertising material precede him. 


Telephone Calls and Letters—Two devices which are 
very useful in selling are the telephone and letters used by 
the staff of the financial institution, 

The telephone is overlooked by many institutions as a 
device by which good-will can be created and by which sales 
can be made, but the attention given by some of the larger 
financial institutions to the telephone as a merchandising 
device attests to its significance. The telephone may be 
used with convenience to call customers occasionally, to 
inquire of them whether or not some additional service may 
be rendered, and to call prospects in order to impress them 
with the usefulness and quality of the services offered by 
the particular institution. If for a time a customer is 
noticeably missing from the institution, a call may be made 
on the telephone. If a promotion of a customer occurs, if 
a child is born, or if it appears in the papers that a customer 
is to take a trip to Europe, a friendly call on the telephone 
will sometimes develop more good-will than a letter, but 
such calls should generally be made by an individual who 
has at least some personal acquaintance with the person 
whom he is calling. A telephone call is oftentimes of value 
when there has been delay in the service or when some other 
misunderstanding has occurred. In such instances, a cour- 
teous and friendly telephone call will often indicate to the 
customer that the intentions and efforts of the institution 
are of the best. 


Letters.—Letters serve financial institutions by the use 
of the written word in much the same manner that tele- 
phones serve orally. Letters are very useful in the ordi- 
nary course of business relations with customers and are 
also very useful in communicating with prospects. It is 
inevitable that a number of letters will be exchanged be- 
tween customers and the institution, and the nature and 
tone of these letters contribute greatly to the development 
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of friendly or unfriendly relationships. In addition to 
treating fully i in a letter the business matter at hand, it is 
well to insert a brief sentence commenting upon some event 
which has occurred in the life of the customer or to make 
some inquiry concerning the services rendered by the par- 
ticular institution. Brief mention of matters of this kind 
frequently has a very desirable effect upon the recipient. 

The use of letters as a means of merchandising services 
to prospects necessitates the application of the principles of 
salesmanship elucidated above. Letters, however, do not 
possess the flexibility found in oral salesmanship. They 
must contain an appeal immediately which will attract the 
attention of the prospect, and also develop the remaining 
steps of the selling process. Letters to prospects should 
generally be as brief as possible and should treat of only a 
limited number of points. 


Character of Letters—Careful attention should be 
given to the preparation of letters which are sent out from 
the institution. It should be needless to say that the spell- 


ing, punctuation, and mechanical preparation should be of 
high quality. The stationery should also be of high grade 
and should be symbolic of the character of the institution. 
Many institutions attempt to reduce expenses by produc- 
ing sales letters by repeat methods, but usually the results 
obtained from such letters are so much less than those 
obtained from individually typed letters that the difference 
in expense is warranted, 


Summary.—The above exposition indicates that selling 
comprises a broad field of activity for financial institutions 
which warrants careful and constant supervision. Financial 
institutions should rarely undertake « program of selling 
alone; likewise, should they rarely confine their merchandis- 
ing activities to advertising alone. As constantly reiterated 
throughout this discussion, advertising, selling, publicity, 
and the preparation of services in forms to be offered on 
the market, together, comprise the field of financial mer- 
chandising. Each is the complement of the others, and all 
of them should enter to greater or lesser extent into a 
program of merchandising. 





WHAT THEY SAY 


SIGNIFICANT EXTRACTS FROM CURRENT COMMENT 


THE PAINFUL PATHWAY TO 
PROSPERITY 


Prosperity will never return by the 
waving of magic wands or by legisla- 
tive panaceas, but only by the industry 
and the ability of the people themselves. 
—U. S. Senator Harry F. Byrd. 


BANKERS AND CIVIC LIFE 


I think it important that bankers 
should take an active part in local civic 
life. They are men of business, have 
some educational background, and gen- 
erally speaking are not fools, or they 
would not retain their jobs long. It is 
a definite loss to the country that such 
a class should be isolated in this way, 
especially at a time when so many other 
classes of inferior mental status are in 
up to the neck.—F. J. Lewcock, in 
Branch Banking, London. 


HARKING BACK TO THE 
GARDEN OF EDEN 


The innocent naivete with which 
critics of the gold standard have charged 
it with all of the aberrations of man- 
kind in the last twenty years has not 
been equalled since Adam offered his 
famous defense in the Garden of Eden. 
-—Monthly Letter National City Bank 
of New York. 


THE OBSTACLE TO REVIVING 
PROSPERITY 


The only thing that stands in the way 
of reviving prosperity is the attitude of 
waiting until it reaches the door-step 
and knocks. It has never yet knocked. 
It has always had to be caught and 
hauled in.—Samuel Crowther, in Elks 
Magazine 


PROPER LIMITS OF THE “BRAIN 
TRUST” 


If I had one suggestion for the Ad- 
ministration, appreciating as I do the 
difficulties and sympathizing as I do 
with its aims, it would be to separate 
sharply the field of research from ap- 
plication. Let the brain trust develop 
the principles. Let the experienced en- 
gineers apply them in the creation of 
the new, practical working machines we 
need.—Owen D. Young. 


CALAMITIES DUE TO THE STATE 


All the calamities which are insepa- 
rably associated with the state continually 
increase with the extension of its limits 
and, on the other hand, diminish with 
the contraction of these limits—Count 
Tolstoy. 


GENTLEMEN AND BUSINESS 


Few things are plainer than that the 
more gentlemen there are in the world, 
the less business there will be.—Nathan 
& Rosselli, London, as quoted in Month- 
ly Financial Digest of E. F. Hutton & 
Co. 


ENGLISH DISLIKE OF BEING 
HAMPERED AND HOBBLED 


It would be a thousand pities if either 
government departments or other or- 
ganizations got in the way of those who 
make and sell and carry goods. Inter- 
ference, after all, produces nothing. 
. Englishmen dislike being ham- 
and hobbled. I hope they will 


pered 
long preserve that very healthy instinct. 


—Hon. Walter Runciman, President 


British Board of Trade. 
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which American banks operate an underlying 
cause of the inherent weakness of our banking sys- 
tem? If so, what can be done about it? What is the 
case for a unified system of banking control? How 
could such a system be brought about constitution- 
ally? How would the change affect the banks? These 
are questions every intelligent banker is asking today. 
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ERE at last is a complete study of the problem 

by an unbiased observer. The author has made 
an exhaustive survey of Federal and State control of 
banking. He has studied the various controversies 
which have arisen between Federal and State authori- 
ties and shown how competition between these two 
jurisdictions has weakened effective supervision and 
brought about many of the conditions which made a 
crisis inevitable. 
By signing the coupon below you may have this book 
come to your own desk for five days’ examination. 


MAIL THE APPROVAL ORDER BELOW 


BANKERS PUBLISHING COMPANY, 
465 Main St., Cambridge, Mass. 


You may send me a copy of “Federal and State Control of Banking” for 5 days’ 
examination. At the end of that time I will either remit $2.50 or return the book. 





Can Credit Be Controlled? 


By Oscar LASDON 


T= strenuous efforts which have 
been made to generate an expan- 
sion of credit have thus far been 
singularly unsuccessful. -In spite of the 
extraordinary powers with which our 
financial agencies have been vested, and 
the unusual steps they have taken to 
induce expansion, positive results have 
not been forthcoming. 

Yet, despite the failure to produce 
any worth-while results, it is obvious 
that from our present banking situation 
a terrific credit inflation may arise. The 
requisite machinery has already been 
provided in the form of inflationary 
legislation and increased monetary re- 
serves. An expansion of credit awaits 
only one further development—the 


kindling of the vital spark of confidence 
that will lead business men to anticipate 


the future and increase their commit- 
ments. Once the process of expansion 
starts, it is possible that the problem 
will be one of curtailment rather than 
enlargement. The danger exists that 
this expansion may yield to a wild and 
uncontrollable inflation of credit which, 
by comparison, may make the last boom 
appear a relatively tame affair. 

By way of analogy, credit may be 
likened to a fire. As long as the flames 
can be kept within bounds, the results 
are beneficial. However, a real danger 
arises when the fire spreads beyond im- 
mediate control—and this can readily 
occur where there is easy access to large 
amounts of combustible materials. In 
the banking picture, the huge excess re- 
serves of our member banks provide 
ample fuel with which to feed the 
flames. It is because many of our prac’ 
tical bankers have been able to visualize 
the expansion possibilities of our re- 
vised banking structure that they have 
stopped to inquire, “Can credit be con- 
trolled?” 

Recent banking legislation has greatly 
advanced the power of our engine of 


expansion and at the same time has pro- 
vided additional brakes with which to 
check its progress. Special credit agencies 
such as the R.F.C., the Export-Import 
Bank, commodity credit corporations 
and intermediate credit banks for busi- 
ness, were part of the new equipment 
designed to halt the contraction of credit 
and to stimulate expansion. In addition, 
both the Treasury and Reserve banks 
have been engaged in a strenuous cam- 
paign to pump credit into the channels 
of trade. As the result of their com- 
bined efforts, member bank excess re- 
serves in June were swollen to the 
amount of $1,600,000,000, providing a 
basis for a huge expansion of credit. In 
ordinary times this would be considered 
an amazing figure. Today, alongside 
estimates of possible growth, it seems 
modest enough. According to one 
financial expert excess reserves could at- 
tain a peak of $5,600,000,000 without 
recourse to the Silver Purchase Act of 
1934! The provisions of this latest 
monetary enactment could result in an 
increase of $2,200,000,000 more to a 
total of $7,800,000,000. And these re- 
serves could theoretically support a ten- 
fold expansion of credit! 

This theoretical expansion of reserves 
has been based on the following con- 
siderations. It is calculated that the 
amount of money in circulation today 
exceeds the normal requirements of trade 
and commerce by about $1,000,000,000. 
The return of this hoarded currency 
would increase excess reserves by a cor- 
responding amount. In addition the re- 
lease of $3,000,000,000 gold profit held 
by the Treasury would add an equiva- 
lent amount of reserves. Adding the 
existing reserves of $1,600,000,000 gives 
us our total of $5,600,000,000. 

The manner in which the deposit of 
Treasury gold creates excess reserves 
may easily be explained. When the 
Treasury makes a deposit in the Reserve 
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banks, the result is an increase in the 
holdings of gold certificates by these in- 
stitutions and a corresponding rise in 
government deposits. These deposits 
ultimately find their way to member 
banks, the Treasury drawing on its bal- 
ance in the Reserve banks with checks, 
the proceeds of which are received by 
commercial institutions. The latter thus 
acquire deposits in the Reserve banks 
and their reserves rise proportionately. 

It is open to question whether the 
provisions of the Silver Purchase Act 
will be carried out completely. It must 


be remembered that this legislation, in 
its inflationary aspects, is closely akin 
to the Thomas bill. The latter em- 
powered the Treasury to issue up to 
$3,000,000,000 in greenbacks. As yet 
the powers granted under the Thomas 
Act have not been used, and a similar 
passiveness may be witnessed in this 
situation. Probably the most redeem- 
ing feature of the silver bill is the fact 
that the execution of the act is permis- 
sive and not mandatory. As one com- 
mentator aptly stated, “it forces the 
President to do as he pleases.” 


A Nation on Speaking Terms. Differences 
melt away when people have frequent and easy ex- 
change of ideas. Dependable telephone service plays 
a part in binding together the nation. And with tele- 
phone people, the maintenance of such service is not 
only good business but good Americanism. 


Bell Telephone System 





Every Facility... 


for handling the New England 


business of out-of-town banks 


THE NATIONAL 


Shawmut Bank 


40 WATER STREET > 


However, should the President exer- 
cise his powers in full (at the statutory 
price of $1.29 an ounce), the issuance 
of $2,200,000,000 in silver certificates 
by the Treasury would be possible. Un- 
less an increase of money in circulation 
were to occur, the issuance of these cer- 
tificates would result in the release of 
a corresponding amount of Federal Re- 
serve notes, which would then be re- 
tired. As the Reserve banks would be 
relieved of the necessity of maintaining 
reserves against this currency, excess re- 
serves would be correspondingly in- 
creased. 

But there is another very interesting 
effect. Under the provisions of the 
Federal Reserve Act, in the almost for- 
gotten days of monetary orthodoxy, 
silver was not available as a metallic 
reserve. And even though the Silver 
Act contains no provision for the is- 
suance of Federal Reserve notes against 
silver, let us not escape the fact that 
silver certificates may be used as central 
banking reserves (although of | little 
value in settling of international bal- 


BOSTON 


ances). The Reserve Act provides for 
the maintenance of a 35 per cent. re- 
serve against deposits, to be kept in gold 
or “lawful money.” Silver certificates 
are now “lawful money,” and as such 
can be used as a reserve by our Federal 
Reserve banks. 


SAFEGUARDING AGAINST UNDUE 
EXPANSION 


Now that we have emphasized the 
inflationary possibilities arising out of 
recent monetary enactments, it may 
naturally be asked, “What can we do 
to safeguard against another boom?” It 
is recognized that the ordinary devices 
of central bank management might be 
far too mild to curb a rapid extension 
of credit. The raising of rediscount 
rates and even the disposal of the huge 
$2,400,000,000 portfolio of government 
securities of the Reserve banks might 
still leave a tremendous amount of ex- 
cess reserves and a potentially danger- 
ous situation. What other counteracting 
influences may be resorted to? 
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Various other checks could be estab- 
lished. Over a period of time it would 
be possible to retire all national bank 
notes, thus forcing their replacement 
with Federal Reserve notes and the con- 
sequent necessity of an increase in re- 
serve requirements. On June 1, 1934, 
there were about $960,000,000 of na- 
tional bank notes in circulation. About 
$700,000,000 of these notes are col- 
lateraled by 2 per cent. consols and 2 per 
cent. Panama Canal bonds which can 
be called in. The remainder are secured 
by U. S. Treasury bonds bearing interest 
not exceeding 34% per cent. Under the 
terms of the Home Loan Bank Act, these 
bonds were made eligible as security for 
national bank notes until July, 1935. 
At that time, the circulation privilege 
could be allowed to expire, thus forcing 
retirement. 

It is also important to note that the 
possibilities of uncontrolled expansion 
were realized at the same time that in- 
flationary powers were granted the 
President. Under the Thomas amend- 
ment to the Farm Relief Act of 1933, 
the power of Federal Reserve authorities 
to check expansion were greatly en- 
larged. This measure authorized in- 
creases or decreases in) member bank 
reserve requirements against demand 
and time deposits. It is also interesting 
to note that Governor Black of the Fed- 
eral Reserve Board recently recom- 
mended that reserves no longer be main- 
tained at constant percentages but be 
varied according to the velocity of the 
turnover of member bank deposits. 

In addition, another very powerful 
check lies at the disposal of the Treasury. 
Just as the Treasury’s deposit of gold 
certificates with the Reserve banks is 
now encouraging expansion, the with- 
drawal would lead to a contraction of 
credit. Under recent banking legisla- 
tion the Treasury can recall gold cer- 
tificates held by the Reserve banks. This 
could be accomplished by paying for the 
certificates out of already existing bank 
balances or by the sale of government 
securities to the Reserve banks. 

Furthermore, it has been suggested 


that the affairs of the supplementary 
credit agencies organized by the Govern- 
ment could be wound up and liquidated. 
Practically, however, this is easier said 
than done. If it could be accomplished, 
it is highly improbable that it could be 
completed in a short period of time. 

Of course, the fact that the Govern- 
ment has substantial stock ownership in 
banks throughout the country might also 
act as a direct influence in a struggle to 
curtail credit. It should prove more 
powerful than the mere use of moral 
suasion which has heretofore been re- 
sorted to. Also, the power vested in the 
Federal Reserve Board to fix stock mar- 
gins could effectively throttle stock spec- 
ulation on borrowed money. 

From the above discussion, it is ap- 
parent that both the Treasury and the 
Reserve banks have wide monetary 
powers. Let us hope that episodes of 
the 1928-29 type will not recur. It will 
be remembered that the Reserve banks 
were attempting to restrict the expan- 
sion of credit while, at the same time, 
the Treasury was engaged in making 
reassuring statements to the nation. The 
Treasury is generally prosperity-minded 
and, along with the general public, 
frowns upon measures designed to curb 
expansion. In the light of its present 
powers it would be unfortunate if the 
Treasury were to object to credit re- 
strictions when they are needed. 


IMPORTANCE OF THE HUMAN ELEMENT 


In the final analysis, however, one 
very important item should not be over- 
looked. That item very often defies 
analysis; it is the human element. The 
present situation adequately illustrates 
this point. In spite of all the efforts 
which have been made to expand credit, 
it has continued to decline in volume. 
Although the stage is fully set for the 
play, the actors decline to participate. 
Our monetary authorities may be simi- 
larly unsuccessful when they seek to 
contract credit. They may find that, 
notwithstanding the numerous obstacles 
they may place in the way of expanding 
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loans, it may take time to achieve their 
end. The human element is the un- 
known quantity in the credit equation; 
as long as people believe they can make 
money, they will borrow and will cir- 
cumvent restrictions to obtain the neces- 
sary funds. When confidence is lack- 


ing and the immediate future is obscure, 
no amount of cajoling and coaxing will 


lead them to anticipate. The success of 
credit control cannot be predicated on 
mere facts and figures. 

The subject has been treated entirely 
from a domestic viewpoint. Other 
factors, such as heavy exportations of 
gold, must also be considered. The 
problem is one that merits serious 
thought. 


Remembering Names as a Banking Asset 


HERE are many qualities that 
[Te important for a banker to 
possess, but one that is often over- 
shadowed by the others, is the ability 
to remember names,” says an editorial 
in The Chase, monthly publication of 
The Chase National Bank, New York. 
“Memory courses have always con- 
tended that the association of ideas, 
specifically applied to individual cases, 
is the only way to develop this faculty. 
They suggest, for instance, if your work 
brings you in contact with customers and 
there’s one whose name _ constantly 
eludes you, that you pick out a dis- 
tinctive feature about that customer— 
maybe his walk, his stature, or some 
element of his appearance or person- 
ality—and link it up with something 
definite in your own experience until 
it is sufficiently impressed upon your 
mind for you to remember it. 

“To illustrate the theory they have in 
mind, there is a brief anecdote about a 
customer's man in a brokerage firm, 
which, though humorous, emphasizes 
the point. 

“It seems the customer’s man had a 
client named Wolfe, a sleek and rather 
taciturn character, whom for absurd 
but perfectly obvious reasons, he in- 
sisted on calling Mr. Fox—always to 
the client’s embarrassment and certainly 
to his own chagrin. One day the client 
came into the office and wanted to 
transact some business in a way that 
was contrary to the rules of the broker- 
age house. The customer’s man, just 
to verify his own judgment, consulted 
his superior officer about it, who an- 
swered promptly, unaware of the client's 


name, “The man may be a wolf in 
sheep’s clothing. I wouldn't do it if I 
were you.’ This remark so amused the 
customer’s man that he never forgot it. 
To this day he has no difficulty re- 
membering Mr. Wolfe’s name. 

“That exponents of the memory 
course system actually exist these days 
is proved by occasional cases here and 
there. In Chicago, for instance, in one 
of the large State street department 
stores, there is a floorwalker who has 
so trained his memory that he can call 
over 10,000 customers by name. And 
here in New York there has been writ- 
ten up in the papers recently the story 
of a certain hotel clerk who by actual 
count has called over 8000 guests by 
name, and in most instances he knew 
the towns they came from. And last 
but not least, there’s Theodore Roose- 
velt who had a faculty for remember- 
ing names and faces to a degree that 
was actually uncanny. ‘Twenty years 
after his Cuban campaign he could pick 
his ‘Rough Riders’ out of any crowd 
of people anywhere and call them by 
their regimental nicknames. 

“It is an axiom of human nature that 
people like to be addressed by their 
names—and certainly their proper ones. 
Particularly in an organization where a 
customer does business, he likes to think 
he is known well enough and sufficiently 
respected to warrant such a salutation. 
And if intimacy permits, first names go 
a long way toward putting a customer 
at his ease. It is a matter of training 
one’s memory—of forcing one’s self to 
associate names with ideas—and in the 
banking business, it is important!” 





YOU CAN GET 
MORE TRUST 
BUSINESS 


ow! 


—WITH THESE 
3 OUTSTANDING NEW 
FIDUCIARY FOLDERS 


All through the depression, the business of Trust Depart- 
ments, in many cases, has kept up better than that of other 
departments of financial institutions. Now that recovery 
seems to be at hand, trust officers and new business managers 
are intensifying their efforts to close business that has been 
“hanging fixe,” and to develop prospects into clients. 


To aid such efforts, The Bankers Publishing Company— 
in collaboration with MacGregor and Woodrow, financial adver- 
tising experts—has prepared a new series of three 4-page, 
6x 8-inch trust folders for syndication at moderate prices, to 
be sold to only one bank or trust company in a city or territory 
—the first that applies for the privilege of using them. 


The titles of the three folders, making a complete trust 
campaign, are as follows: 


1. “When Your Property Becomes Your Estate’’ 
2. “The Advantages of a Living Trust’’ 
3. “The Safekeeping of Securities” 


As the titles indicate, these folders, written in a clear, 
forceful and dignified style, and attractively printed in two 
colors, deal with Wills, Living Trusts and Custodianships, 
respectively. 

Copy for suitable form letters to be mailed or handed 
out with each folder will be furnished without extra charge. 


Write today for samples and prices, and to reserve ex- 
elusive territory. First come, first served. 


BANKERS PUBLISHING COMPANY 
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Losses in Earning Assets as Re- 
lated to Bank. Failures 
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This is the tenth of a series of twelve articles by Mr. Mueller in which he 
discusses the various problems involved in the management of the earning assets 
of a bank.—Enprror. 




































HE discussion concerning losses in earning assets has 
so far proceeded chiefly upon an examination of losses 
sustained in the usual banking routine. The losses for 

all National banks have been discussed in the aggregate, fol- 
lowed by a discussion by Reserve Districts. Some of the 
more important reasons concerning the occurrence of losses 
in both types of earning assets have been advanced. The 
practice of continued renewals, together with ineffective 
means of judging short term credit advances have been 
reviewed. Also the detrimental effects of cumulative dis- 
advantages, with regard to long term credit as represented 
by investment securities, have been analyzed. It has been 
pointed out that recoveries are made in these items charged 
off, for various reasons and, not the least important is that 
when pressure against the debtor is restrained, it gives rise 
to a more orderly liquidation with which to gain funds to 
pay off the obligation. 

The viewpoint may now be expanded, and the bank 
viewed as a debtor, for it is in that light that we are inter- 
ested in this phase of losses in earning assets. ‘There are 
various acts by which a National bank can be judged insol- 
vent. Among these is the refusal or inability to repay 
deposits when due. Such an act is deemed to be one of 
insolvency, which requires a reorganization, or the forfeiture 
of the charter. 

Table 47 exhibits the number of receiverships of Na- 
tional banks together with the capital at the date of failure. 

The number of bank failures has fluctuated over this 
period between a low of 31 and a high of 138, and these 
two extremes occurred within two years of each other; the 
former in 1922, and the latter in 1924. From the latter 
date, the number of failures decreased through 1926, but in 
1927, they again rose sharply to 135. Falling again in 1928 
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TABLE 47 


NUMBER OF BANK FAILURES, COMBINED CAPITAL AND AVERAGE CAPITAL 
FROM 1921 To 1930 


(000 omitted) 


Number of 
Bank Failures Capital Average Capital 


1921 sic ae $1,870 55 
1922 eee 31 2,015 65 
$OO6.;....2..2.. 182 3,255 63 
0 ee 138 9,635 69 
2085... 98 65 
1926........ 91 5,/ 59 
1927 135 2! 61 
1928 61 4,13: 68 
$9290..52...:..;: 79 3.57! 83 
re BBE 80 


they increased through 1930. Failures have been very 
irregular, but it is important to notice that every three 
years failures rose to a high point. 

The aggregate capital involved corresponds closely with 
the changes in the number of failures. One significant 


factor is evident however, that the capital involved in 1930 
was greater than the previous high point in 1929, and this 
in spite of fewer failures. 

The average capital of failed banks is less than $100,000. 
Although the view is relative, still it can be said that failures 
remained mostly among the banks of small capitalization." 
On the other hand, the evidence seems to point toward an 
increase in failures of banks with larger capital. The words 
of the Industrial Conference Board are significant in this 
regard: 


That the mortality of banks has been highest in recent years 
among banks with small capitalization may be readily noted. ... The 
majority of National bank failures occurred among small banks. Over 
35 per cent. of the suspended National banks had a capital stock of 
$25,000 and nearly 45 per cent. had a capital stock of $25,001 to 
$99,999 from 1921 to 1929. In 1930, the corresponding percentages 
were 35 per cent. and 34 per cent., while nearly 32 per cent. of the 
banks that suspended payment had a capital stock of $100,000 and over, 
as against 20 per cent. for the earlier period. . . .7 


*Report of the Comptroller of the Currency, 1931, p. 9. 
*National Industrial Conference Board, op. cit., pp. 38-40. 
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The analysis of failure takes cognizance and is based 
solely upon the proportion of numbers in a given class of 
banks. It is possible to use the same figures in order to 
determine the trend in the size of banks involved, as shown 
in Table 48. 

TABLE 48 


TREND OF BANK FAILURES ACCORDING TO CAPITAL 


+Increase 
—Decrease 


$25,000 ................ . 85% 35% 0 
$25,001 to $99,999 45 34 —l1 
$100,000 and over 20 32 +12 


Capital 1921-9 1930 


These figures are significant. It has long been pre- 
sumed, and rightfully so, that numerically the greatest 
number of bank failures occurs among the institutions with 
small capitalization. However, while attention has been 
focused on this single item, the failures of larger institu- 
tions have been growing. ‘The foregoing table indicates 
the deviation in 1930 of various classes of banks from the 
1921-29 average based on capitalization. There has been no 
change in the proportion of banks in the $25,000 class. 
There was a 11 per cent. decrease, however, in the class of 
banks with capital from $25,001 to $99,999. Such a de- 
crease is healthy, and indicates that the remaining banks of 
this class are receiving increasingly more competent man- 
agement. The trend in banks with capital of $100,000 or 
more is revealing. Here there was a 12 per cent. increase 
over the average. The failures in banks of this size had 
increased more rapidly than those in the middle class had 
been reduced. The importance has been shifted in the light 
of this trend from the smaller banks to those of increasingly 
large capitalization. 

The liquidation of the earning assets will produce the 
funds with which deposits will be repaid. It has been noted 
earlier that deposits are largely the result of loans and dis- 
counts, as the latter generate the payment of derivative 
liabilities. On the other hand, investments are the result 
of deposits arising through other means than loans and 
discounts. These deposits are commonly referred to as 
derivative and primary, respectively. One writer says that 


. .. By a derivative deposit is meant one which arises directly from a 
loan or which is accumulated by a borrower in anticipation of the re- 
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payment of a loan. ... A primary deposit may be defined as one that 
arises from the actual lodgment in a bank of cash or its readily con- 
vertible equivalent such as checks and drafts drawn on other banks, but 

not made in anticipation of the repayment of a loan. . . .% 


Where demands for repayment do not coincide with the 
maturing of loans, or when repayment is demanded at 
time when security markets are weak, losses will occur, due 
either to the default of the former or the shifting of the 
latter. Attention has already been called to the apparent 
reasons for this: full loans, economic limitations, cumula- 
tive handicaps, and others. The question remains: do these 
assets continue to become more hazardous with regard to 
losses, or does orderly liquidation of an insolvent bank tend 
to decrease these losses? Does the removal of pressure in 
itself minimize these losses, or do the economic limitations 
continue to exert their forces? 

The Comptroller of the Currency reports for closed 
banks, the total collection from all sources, and the losses 
on assets compounded or sold under order of the court. 
The compounding of debts due the bank is provided for in 


the National Bank Act, in the title pertaining to liquida- 
tion: 


. Such receiver, under the direction of the Comptroller, shall take 
possession of the bank’s records, and assets of every description of 
such association, call all debts, dues, and claims belonging to it, and, 
upon the order of! a court of competent jurisdiction, may sell or com- 
pound all bad or doubtful debts, and on a like order, may sell all the 
real and personal property of such association, on such terms as the 
court may direct... .4 


In examining the losses sustained in liquidating the 
assets, it is unfortunate that statistics are not available in 
sufficient particularity to study the losses as between loans 
and discounts and investments. “The available statistical 
data relative to bank failures in this country present difficult 
and in some respects insoluble problems. . . .”’ Also, it must 
be observed that the figures show an incorrectible lag. 
When a receiver takes charge of a bank, the ultimate aim 


°C. A. Phillips, op. cit., pp. 40-41. 
‘Magee, Banks § Banking, 3rd Edition, Appendix Sec. 514, pp. 790-1. 


‘Walter Spahr, American Economic Review Supplement, Bank Failures in 
the United States, March, 1932, p. 208. 
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is to liquidate all of the “real and personal” property. His 
attention will center first on those items which can be sold 
at or near their book value. As a consequence, in the first 
year or two, the losses appear much smaller in proportion 
to the total collections, than in the figures for those banks 
which have been in receivership for a number of years. For 
the latter banks, the losses are much more representative, 
because most of the assets have been liquidated, and the 
losses have become an actuality. With a bank which has 
recently been placed in receivership, however, it will be some 
years before all of the assets are sold,° and inasmuch as it 
is the least desirable which are disposed of last, any estimate 
of the probable loss is reduced to a meaningless conjecture. 
The figures available, however, may be used to throw some 
light on the subject. 

Table 49 presents the losses sustained in the liquidation 
of assets from 1921 to 1930. 


TABLE 49 


LOSSES TO TOTAL COLLECTIONS FROM ALL SOURCES INCLUDING OFFSETS 


Per Cent. of Loss Per Cent. of Loss 
Year to Book Value Year to Book Value 


1921 as .. 59.26 1926 .... 41.30 
1922 .... 62.69 1927 . 28.45 
1923 we, C691 1928 ..... 18.75 
1924 .. 56.68 1929 . 6.52 
1925 .... 46.91 1930 ... 3.95 


An examination of these figures leads to the conclusion 
that the trend in losses in the total collections of failed 
banks is downward. This is not true however; these figures 
although cumulative are cumulative for the banks failing 
in that year only. The loss of 59.26 per cent. represents 
the total accumulated loss in the conversion of assets for the 
ten-year period, from 1921 to 1930. On the other hand, 
the loss shown of. 3.95 per cent. represents only the losses 
sustained in the conversion of assets by those banks failing 
in 1930, for that single year. The conclusion then that the 
trend is downward is erroneous. It can be validly concluded, 
however, that as the time elapses, the losses in earning assets 
to total collections become greater. ‘The previous table 


"Report of the Comptroller of the Currency, 1931, p. 364. The oldest active 
receivership of a bank with unliquidated assets dates back to Dec. 12, 1906. 
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shows that those banks having been in receivership only one 
year show a loss of 3.95 per cent. on the collections from 
assets. Those in receivership two years show a loss of 6.52 
per cent. Those having been in receivership ten years show 
a loss of 59.26 per cent. in the collection of funds. This 
manner of reasoning has its limitations, however, for the 
losses do not in that manner continued to increase but, after 
the eighth year, begin to decrease. The trend over the 
period is nevertheless decidedly upward. Table 50 presents 
the sale of assets which sustained the losses before mentioned. 
TABLE 5 
PROPORTION OF ASSETS SOLD TO TOTAL ASSETS FROM DATE OF RECEIVERSHIP 
To 1931 
Year Per Cent. to Total Year Per Cent. to Total 
1921 .. ——eee 1926 ....... 
1922 secseesseees 96.54 1927 cate 
1923 .... 1aelcn 1928 <i Sajna 


1924 ssktvioey aoc eue Sea OME git otedzsuasee $5550 EO 
1925 ae bE 1930 ew . 33.37 


This table is another indication as to the manner in 
which losses must be absorbed in liquidating the assets of 
insolvent banks. The receivers for closed banks in 1930 
liquidated 33.37 per cent. of the assets, and the losses in 
proportion to all collections amounted to 3.95 per cent. 
(Table 49). This is only additional proof that those assets 
which can be disposed of nearest to their book value will 
be liquidated first. Those banks, however, which became 
insolvent in 1921, and have been in the process of liquida- 
tion over the ten-year period, have disposed of 95.31 per 
cent. of their assets and sustained losses to total collections 
of 59.26 per cent. As a period of receivership continues 
then, the losses apparently become increasingly important. 
The variation may be indicated by reference to Table 51. 


TABLE 51 


VARIATIONS IN LIQUIDATION OF ASSETS AND LOSSES SUSTAINED 


Losses to Total Proportion of 
Collections Assets Liquidated 


End of tenth year. 59.26% 95.31 
End of first year : 3.95 33.37 


Increase 55.31 61.94 
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During this period, the losses have increased about four- 
teen times, from the beginning of the period to the end. 
At the same time, the assets liquidated have increased about 
three times. Stating it in another way, we can say that the 
losses increased about seven and one-half times as rapidly 
as liquidation. 

It would seem logical that if losses increased so rapidly, 
that the sooner the assets were sold, the less would be the 
loss. If there is only 3.95 per cent. loss on the total collec- 
tions in the first year, why not sell all assets in the first 
year’ This, to be sure, is desirable but has practical 
handicaps. Of the total available assets, all are not immedi- 
ately available. Offsets, counterclaims, liens, reeoupments 
and other technical matters must be adjudicated, all by the 
process of a slow moving justice. In the next place, all 
free assets may not have available markets. Furthermore, 
the receiver in the hope of a higher liquidating value is 
inclined to retain all of the free assets, for which a settle- 
ment cannot be made, at or near the book value. The con- 
sequence has been noted above. In general, the previous 
figures indicate that the losses increase as time passes, and 
the markets available for the items retained become lower. 
The result is an increase in the losses absorbed. 

To continue the investigation further let us consider the 
actual cash collected from these assets. The Comptroller 
of the Currency tabulates the total assets of closed banks, 
by years. As earlier noted, and for reasons previously 
explained, these assets are largely earning assets. But it is 
improper to compare the funds received to the total assets, 
at the date of closing. Offsets have been allowed upon 
which no losses have been sustained. An offset is a claim 
which a debtor has against a creditor, and in a suit upon 
the debtor’s liability, the latter may apply for and receive 
credit upon his debt to the amount of the claim. Bouvier 
Says: 


. it is an independent debt or demand which the debtor has against 
the creditor, and which he can use to counterbalance the demand 
of the latter against him, either in whole or in part.’ 


Thus where a depositor in a bank is also a borrower, he 
may set off his liability on the note to the amount of his 


‘Bouvier, Law Dictionary, p. 1106. 





THE BANKERS MAGAZINE 


claim against the bank, upon its deposit liability to him. 
In addition to offsets allowed, some assets of nominal value 
still remain which have contributed neither any portion of 
the funds, nor losses sustained. It seems more indicative 
then to compare the cash collections with the net assets sold; 
that is, the total assets as of the closing date, less offsets 
allowed, and assets remaining. Table 52 presents the book 
ralue of the net assets sold and the funds received there- 
from. 
TABLE 52 
NET ASSETS SOLD AND PROCEEDS RECEIVED 
Per Cent. of Proceeds 


Net Assets Proceeds from Received to Net 
Sold Sale Assets Sold 


1921 ... $18,669,264 $10,371,974 54.58 


1922 


1923.. 


1924 
1925 
1926 


1927. 


1928 
1929 


15,115,247 
29,501,509 
83,145,598 
49,619,907 
37,702,161 
51,430,289 
18,443,925 
34,891,044 


8,846,646 
13,674,756 
49,596,670 
31,321,242 
24,885 432 
38,319,415 
14,972,910 
32,182,642 


58.98 
45.58 
59.75 
62.64 
65.48 
75.13 
83.16 
91.95 


1930..... ; 18,207,508 17,337,802 96.32 


This table presents the same trend as was observed in 
Table 49, a trend toward decreased recovery in the assets. 
The first year’s recovery closely approximates the book 
value of the assets sold. The gradual, but indisputable, 
trend however is substantial evidence of the decrease of 
recovery over a period of years. 

The proceeds from liquidated assets, as shown in the 
preceding table, have fallen from a loss of 3.68 per cent. of 
the book value of assets sold, for banks in receivership one 
year, to a loss of 45.42 per cent. for banks in receivership 
for ten years, which is a variation of 41.74 per cent. The 
previous computation (Table 51) shows a variation in losses 
to total collections, from all sources, of 55.31 per cent. The 
difference of 13.57 per cent. arises because, in the first com- 
putation, losses on debts compounded and sold by court 
order were included, which item was not considered in the 
second computation. In spite of such variation, it is be- 
lieved to be a valid conclusion that the proceeds from assets 
sold during this period decreased proportionally as time 
passed. 
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No little interest is centered in the losses sustained by 
closed banks by the creditors. The largest creditors in 
number are, of course, the depositors. There is a theoretical 
cushion of protection in the capital and surplus of the bank, 
representing the equity and the double liability which may 
be imposed upon the stockholders. As a general rule, how- 
ever, this cushion is not sufficiently large to offset any 
serious depreciation in the assets, and when the assets 
shrink to a point where as little as 45 per cent. of the book 
value is recouped (Table 52), the cushion will have dis- 
appeared, and a part of the loss will of necessity be borne 
by the creditors. That failures take their toll in the form 
of involuntary contributions by depositors is evident from 
a study of the foregoing figures. A more detailed discus- 
sion of this problem is left for a subsequent article. 

In what manner can this involuntary tax upon creditors 
be removed? Obviously by measures designed to protect 
the earning assets, for it is these assets which generate the 
funds with which the deposit liability is met. In the last 
analysis then, bank failures respond to the management of 
the earning assets, according to whether the management is 
‘apable of so guiding its policy that funds may be available 
at the necessary time. One author in summing up the bank 
failure situation says that “... (2) The failures are greatest 
among the banks with small capitalization; (3) They are 
heaviest in small towns and villages . ..; (7) They are not 
only caused by business recessions but contribute to unsound 
business conditions; (8) They are more pronounced than in 
any other country in the world . . . which would seem to 
indicate that there are some fundamental and organic de- 
fects in our banking structure that require correction.”* 
Thus there is a tendency for localization within certain 
groups or areas of the bank failures of the country. These 
conclusions will be discussed in order. 

The fact that bank failures have exhibited their effects 
largely in those banks with small capitalizations comes about 
for many reasons. 'Too frequently small banks are organ- 
ized for the convenience of the organizers. These indi- 
viduals emphasize the credit wants of a community, to the 
exclusion of the community’s ability to profitably use the 
credit. Quite commonly no more than one individual with 


*Walter Spahr, op. cit., p. 215. 
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banking experience is employed as the guiding genius, and 
too often without the means of carryirg his experience into 
practice. This is because the board, composed largely of 
the incorporators and the more prominent business men, 
balk all attempts towards conservatism, losing sight of the 
distinction between the credit which is now available and 
the needs of the community for it. In carrying out such a 
policy, the earning assets will ultimately reflect the defects 
earlier discussed. The liquidation of the bank then becomes 
a matter of customary procedure. 

Usually small responsibility follows a small capital out- 
lay. It is with approval then that most students view the 
provision in the recent “Banking Act of 1933,” which 
doubles the capital required to establish a National 
bank.’ Until the passage of this act the minimum capital 
necessary was $25,000, but now the minimum by this act is 
raised to $50,000. Thus the prevalence of bank failures 
among banks with the lowest capital requirement will 
probably decline for two reasons. In the first place there 
will be fewer banks established; and secondly, because of 
the additional capital necessary, responsibility of the organ- 
izers will be increased. The answer to this hope should be 
found in the earning assets. ‘This is a far cry from com- 
plete elimination of bank failures, but it should result in 
policies which will do much to enhance the collectibility of 
the assets where failure occurs. 

The second point, the predominance of failures in small 
towns and villages, follows naturally out of the first. It is 
in small towns that organizers usually sapitalize a bank for 
the minimum amount permitted. It is there that few if 
any individuals can be found with adequate bank expe- 
rience. It is there that banking responsibility in the board 
of directors is apt to become personal and that the oppos- 
ing views of the “credit fund” and the “credit need” are 
overlooked. ‘The minimum requirement is then to be re- 
garded as having an effect where it is most needed. 

The question of cause and effect, with regard to bank 
failures, is heatedly argued to little avail. Even the the- 
ories of business cycles are far from agreement.'’ Interest 
is not here centered on a reconciliation of the various view- 


*Banking Act of 1933, H. R. 5661—73rd Congress. Sec. 17, Par. a. 
“See A. H. Hansen, Business Cycle Theory. 
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points. It is doubtless true that much unsound credit 
extension intensifies business maladjustments, but no less 
true is the fact that many crises and subsequent depressions 
exact a toll of some bank failures, which except for the 
occurrence of particular unpredictable events would not 
happen. It is customary for the management of most 
failed banks to blame local conditions for their plight. But 
“., . it is the purpose and test of good bank management 
to avoid the effects of local financial depressions . . .”"’ 
and whereas this may be the proximate cause of its happen- 
ing, it cannot be the explanation. The explanation seems to 
lie in the fact that the earning assets were not sufficient to 
generate the funds necessary to meet the debts. This in- 
sufficiency will vary from bank to bank, but it is not the 
rariance which makes for failure; it is the insufficiency. 
The variance will only indicate the sagacity of the manage- 
ment. The farther the assets fall short of meeting the 
claims, the less commendable is the policy which has been 
followed. Causes of earning asset insufficiency will arise 
partially from the policy of the management, and partially 
from the cycles. Regardless of the major responsibility, 
much of the insufficiency could be reduced by an en- 
lightened policy as to loan and discount extensions, as 
well as investment policies. If this were a reality, even 
though the business cycle would still remain a problem, 
much loss would be reduced, and the failure of some banks 
would be eliminated. 

Bank failures have been such a common phenomenon 
in this country for so long a period in our financial history 
that they are viewed as a necessary evil. The involuntary 
tax which a long suffering public is willing to bear in the 
form of partial repayment of deposits should lend itself to 
a thorough and unprejudiced study, because of its social 
significance.'* The heart of the problem is in the bank’s 
credit extension. Previous pages have attempted to set out 
the problems involved in the administration of the portfolio. 
As long as losses in these assets extend beyond the point 
where the cushion of equity is of sufficient amount to absorb 


“Walter Spahr, op. cit., p. 220. 

“The Federal Deposit Insurance Corporation created by the “Banking Act 
of 1933” will do much to eliminate the individual burden, but it has done 
nothing to eliminate the causes of failures, or to encourage the proper admin- 
istration of the loan and investment portfolio. 





THE BANKERS MAGAZINE 


them, there will be losses to depositors, if payment is to be 
made exclusively out of these assets. The fundamental 
defect to be overcome is the maladministration of the earn- 
ing assets, which involves much more than a mere delimita- 
tion of the problem. It is however a goal which at best 
can probably only be approximated, but for which a zealous 
effort is worthy. 

Bank failures bring in their wake much distress. The 
relationship between the earning assets and the distress is 
direct, and in two directions. In the first place there is, on 
the average, a loss in the collection of the assets of failed 
banks. (See Table 52.) This is true in all of the years 
investigated; even in the best assets (those liquidated in 
the first year), there was a loss of 3.68 per cent. But second, 
and of more moment, is the fact that as time elapses, these 
losses increase. Bank creditors, the most numerous of 
which are depositors, have an increasingly smaller chance 
of receiving dollar for dollar as time passes. The solution 
revolves around the earning assets. Failure of the earning 
assets to fulfill their promise results in bank failures; bank 


failures result in asset liquidation; and asset liquidation 
results in the payment of depositors on a prorata basis, the 
proration of funds becoming less in amount as time passes 
in the process of liquidation. 





Listing Requirements of Stock Exchanges 


By F. P. SmitH 


NE of the important service 
rendered by stock exchanges i 
the listing of securities for trad- 

ing. Unfortunately, the meaning of 

“listing” securities is frequently mis- 

understood by that group of persons— 

the public--whom the requirements are 
designed to protect. 

Stock exchanges act as trading mech- 
anisms through which tremendous num- 
bers of securities and vast sums of credit 
flow annually. If the public is to have 
any protection, adequate tests must be 
set up to determine which securities 
shall be admitted for trading. Yet this 
is just the point which is misunderstood. 
The listing requirements of stock ex- 
changes are to be regarded in the light 
of elimination contests—not as certi- 
fications of merit. When a person buys 
securities which are listed on a stock ex- 
change, he should not assume that be- 
cause the securities are listed there is no 
risk. The fact that a security is listed 
implies some definite points, but only 
those points, and a stamp of general ap- 
proval as to investment merit is em- 
phatically not included in the list. 


Ss 
S 


EVOLUTION OF LISTING REQUIREMENTS 


Listing requirements have evolved 
through a long period of stock exchange 
trading. In the early stages the amount 
of information given to the exchanges 
concerning the securities admitted for 
trading was chiefly limited to the num- 
ber of stockholders, since the belief was 
held that stock should be distributed to 
a certain minimum extent hefore the 
securities should be thrown open for 
public trading. This simple requirement 
has been steadily added to until we have 
the elaborate and highly technical re- 
quirements which are exacted by the 
leading exchanges and which steadily 
decline in severity as we refer to the 
smaller and weaker exchanges. 

The theory of listing requirements is 


that buyers and sellers should be placed, 
as nearly as possible, on an equal foot- 
ing in their transactions. It is really the 
public which the listing requirements 
are designed to protect. The broker 
buys and sells under orders. He carries 
no risk except in such cases as he fails 
to secure adequate margin from his prin- 
cipal. The risk is taken by the person 
dealing in the securities, and for this 
reason the principal exchanges have set 
up their listing requirements. 

The first, and from many points of 
view, the most important question to be 
settled to the satisfaction of the ex- 
change officials is in regard to the forma- 
tion of the company. Exchanges are 
not desirous of having securities of in- 
solvent companies, or of companies 
which are not substantial going con- 
cerns, traded in on their floors. Like- 
wise, great care is taken to ascertain 
that the securities traded in have been 
legally issued, and that the company has 
not been fraudulently created. The in- 
formation exacted through the listing 
requirements of reputable exchanges is 
detailed and comprehensive, but it is 
not secured with any motive of in- 
fluencing the management of corpora- 
tions. The information is secured to 
assure the exchange that a continuous, 
or at least an open market, can be main- 
tained in those securities. And, while 
the fact that a security is listed is not 
a guarantee or certification by the ex- 
change as to its value, it does imply that 
the exchange officials have, at some time 
in the past, made a detailed investiga- 
tion as to the organization of the com- 
pany, its solvency, and the issuance of 
its securities. 


REQUIREMENTS OF THE LONDON AND 
NEW YORK EXCHANGES COMPARED 


The listing requirements of the Lon- 
don Stock Exchange are not so detailed 
and exhaustive as those of the New York 
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Stock Exchange. Documents and statis- 
tical information need not be filed to 
the same extent as with the New York 
exchange. The London exchange is in- 
terested in knowing something of the 
history of the company, whether it is a 
bona-fide organization, who organized 
the company, whether the people in con- 
trol are substantial and reliable, and a 
few facts regarding the distribution of 
the shares of the company. Much of 
the work performed by the American 
stock exchanges through their listing re- 
quirements are, in London, performed 
by the governmental authorities under 
the Company Acts. 

One point in particular which both 
exchanges still insist upon is the dis- 
tribution of the shares. It is not par- 
ticularly the people who hold the stocks 
with which the exchange is interested, 
although the names of the ten largest 
stockholders are required by the New 
York Stock Exchange. The exchanges 
are interested in knowing how many 
people own securities of a particular is- 
sue and in what amounts. This require- 
ment is based on the theory that in 
order to have a free market for any 
given security that security must have 
at least a certain minimum distribution. 
Few stockholders and large blocks of 
stock held by individuals tend to pre- 
vent free markets and provide possi- 
bilities of corners. 


ADVANTAGES OF LISTING 


The practice of listing securities on 
organized exchanges offers advantages 
both to the people dealing in the secu- 
rities and to the issuing corporations. 
From the point of view of the investor, 
there is, first of all, the assurance that 
exchange officials have scrutinized the 
formation of the company, and at the 
time the securities were listed were con- 
vinced that the company was solvent, 
legally founded, and that the securities 
were properly issued. Then there are 
other advantages to be derived simply 
through trading in securities which are 
dealt in on an organized market: uni- 
form commissions and practices, and 


daily quotations. Listed securities also 
have higher collateral value and can be 
converted into funds quickly, since the 
constant quotations of security prices 
lend credit rating to securities which 
unlisted securities lack. 

The issuing corporation also derives 
benefits from this practice of listing 
securities. These advantages, of course, 
are predicated on the assumption that 
listing is necessary in order to have a 
given lot of securities traded in on a 
certain market. The advantages, there- 
fore, are to some extent really ad- 
vantages arising from securities being 
traded in on a given exchange, rather 
than from having the securities and the 
corporation examined through the mech- 
anism of listing requirements. However, 
to the extent that the listing examina- 
tion assures investors that the company 
is legally organized, etc., the listing 
practice gives the listed securities some 
standing with buyers and sellers. This 
makes possible a wider distribution of 
the securities than would otherwise be 
probable and makes the flotation of new 
issues somewhat easier. And by no 
means the least of the advantages is the 
fact that the issuing company derives a 
certain amount of advertising from the 
distribution, daily quotations and ac- 
tivity of its stock. 


THE VALUE OF INFORMATION RESPECTING 
SECURITIES 


In order to have an appraisal of se- 
curities bear any relation to the facts, 
the appraisal must be based on informa- 
tion. It is in this matter of information 
that the listing requirements of ex- 
changes have performed their most ster- 
ling service. This move for publicity 
has been carried out by: (1) making 
public all the facts given by the corpora- 
tion in response to the exchange ques- 
tionnaire, and (2) compelling corpora- 
tions to enter into agreements with the 
various exchanges on which their securi- 
ties are listed, to furnish both to the 
exchanges and to stockholders reports on 
the activities of the business. Annual 
reports at the very least are required 
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and the New York Stock Exchange is officials of such matters as changes in 
campaigning vigorously, and has been capital structure and actions regarding 
for some time, to get corporations to dividends. All of these reports serve 
make quarterly reports to stockholders, to turn the pitiless light of publicity on 
the public and the exchanges. In addi- the securities offered and outstanding, 
tion to this tremendous increase in the and enable the buyers and sellers to base 
publicity accorded corporate activity, their operations on exact and compre- 
reports must be made to the exchange hensive information. 


66 As Regards “As regards the code, and with no attempt made to 


be facetious, we are—fortunately or unfortunately— 

the Code” in just about the same predicament as Columbus 
was on his return to Spain. When he sailed to- 

ward America he didn’t know where he was going 

—when he landed here, he didn’t know where he 

was, and when he got back he didn’t know where 

he had been. So with the code. We have been 

i a oli buffeted and kicked about so much that, like Colum- 
of bus, we know we've been some place but we don’t 

Piast & Sierene know where, nor can anyone seemingly tell us 


where we go from here. But to the credit of the 
President, 


ik Senay Godlnes bankers of New Jersey, and the country at large, 


PF aca SO let it be said, in all fairness and in fact, that the 
present status of the code is not, as implied by high 
authority, one entirely of our own doing. Let us 
again give way to the exigency and the hysteria of 
the situation, and possibly our own overzealousness 
in an effort to contribute in every way to the success 
of the experiment—the fact remains, that with rea- 
sonable forebearance, the bankers, left to their own 
initiative, would today be much further along the 
way toward the solution of this troublesome prob- 
lem than they are. 

“If we are to have a code and we should—by 
all means let us have one which can be interpreted; 
one that will be workable and equitable alike to 
depositor and bank, and one which shall not require 
of every institution the elaborate system of costs ap- 
parently required in the present regulations. Let 
us assume for once that most bankers are honest 
and ready and willing to co-operate in every way 
possible to bring about a return to more nearly 
normal conditions. Let us get together in our local 
clearing-house or county associations and trade 
areas, and work out a code of compliance which 
shall be fairly based upon average conditions in our 
individual communities. Let us have co-operation 
—not recrimination—and our codes will be speedily 
completed and enforced.” 





Trustees Confronted with Many Problems 


Disposing of Local Securities and Handling of Insolvent Estates 
Typical Perplexities Which the Trust Officer Must Meet 


By CHEsTER H. RHODES 


URING the present depression, 
trust companies and fiduciaries 


have been confronted with an- 
other problem that has been very serious 
on account of falling values. Many wills 
administered by our institutions have 
not been specific relative to the conver- 
sion of stocks and bonds. This is es- 
pecially true in connection with the se- 
curities of close corporations and local 
bank shares owned by the testators at 
the time of their decease. In many 
cases such wills provide for no conver- 
sion or power to hold in kind. Hence, 
the question is, how long such fiduciary 
may have to convert such securities or 
personal assets without taking the chance 
of being surcharged because of a falling 
market or changing industrial conditions. 

And then, again, the decedent may 
have held a mortgage which at the time 
it was taken was perfectly good and 
allowed for a reasonable equity. Al- 
though this may be held as a legal in- 
vestment, conditions during the past few 
years have changed, and in the event 
the property materially depreciates and 
interest stops, the question is, what is 
the liability of the fiduciary in the exer- 
cise of his judgment. 

Every trust company today has been 
burdened with many insolvent estates. 
The nature and cause of such insolven- 
cies are diverse. In many instances, 
there is no personal property but a large 
quantity of real estate heavily mortgaged 
on the basis of present values. If there 
is no equity in such real estate, cer- 
tainly the fiduciary is not warranted in 
attempting to sell the property for the 
payment of debts. In some instances, 
the mortgagee has refused to agree to 
pay the costs in the event of a sale or 


Extracts from an address before the Penn- 
sylvania Bankers Association. 
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to have the property sold free and clear 
of the encumbrances. With such situa- 
tions is naturally involved the collection 
of rents and the distribution thereof. 

The estates of many decedents who 
were in business show up an insolvent 
condition because of business connections 
including corporate endorsements and 
partnership insolvencies. 

Each of us could multiply our in- 
dividual experiences showing a variety 
of problems in connection with the ad- 
ministration of estates at this particular 
time. 

In our smaller communities most es- 
tates of any size contain local securities 
having no ready market and which are 
non-legal. We find in such communities 
that most individuals of means and 
prominence are interested in local en- 
terprises of small or moderate 
Other estates often consist primarily of 
stocks and bonds in such local or close 
corporations. Whether to continue the 
business, to liquidate or to make sale of 
the securities is often a pressing and 
vital question. 

If the sale is specific and directs the 
fiduciary to proceed in a definite man- 
ner, that is one thing, but usually a 
large amount of discretion and con- 
fidence is reposed in the fiduciary. At 
no time have fiduciaries been burdened 
with a greater responsibility than during 
the last few years. At no time has 
greater judgment, foresight and caution 
been required of them. Errors have been 
inevitable and losses have been unavoid- 
able, but basically there is the utmost 
honesty and integrity. Our best guide 
for the conduct of fiduciaries is, in my 
opinion, found in Taylor’s Estate, 277 
Pa. Supreme Court 518. In this estate 
the will conferred on the fiduciary no 
express authority to make non-legal in- 


size. 
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vestments. The estate contained non- 
legal securities owned by the testator at 
the time of his death. Subsequently, 
non-legal securities were purchased by 
the trustee. The court held: 


“In Pennsylvania we have a number 
of cases where this court refused to sur- 
charge executors with losses sustained 
through holding, for several years after 
a testator’s death, dividend-paying cor- 
porate stocks purchased by their de- 
cedent (see Stewart’s App. 110 Pa. 410, 
424; Dauler’s Est. 247 Pa. 356; Borell’s 
Est., 256 Pa. 523), but each of these 
decisions stands on its own facts rather 
than on any controlling principle 
(Keller's App. 8 Pa. 288); and the rule 
in respect to holding non-legal securities 
owned by a decedent which governs 
executors and other personal representa- 
tives, with their presumably _ short- 
duration trusts, should, for obvious 


reasons, be more liberal than that govern- 
ing trustees fixed with the duty of man- 
aging an estate during a long period of 


years. 

“While we find no controlling deci- 
sion on points precisely similar to those 
at bar, yet the above judicial utterances 
and the text-book authorities cited are 
enlightening; they indicate the view that 
that each case where a trustee retains 
unauthorized securities, purchased by his 
decedent, must be judged to a certain 
degree by its own peculiar facts, and 
the hard and fast rule, restricting original 
investments by trustees, does not apply 
with imperative force. The general rule, 
in jurisdictions which, like Pennsylvania, 
limit the investment of trust funds, is 
that ordinarily a fiduciary has no right 
to retain, beyond a reasonable period, 
investments made by the decedent in 
unauthorized securities, unless specially 
empowered so to do; that when a trustee 
continues to possess such non-legal in- 
vestments after a time when he could 
properly dispose of them, and a loss 
occurs, he may be held liable for a 
failure of due care, unless he shows that 
his retention of the securities in ques- 
tion represents, not a mere lack of at- 
tention, but the honest exercise of judg- 


ment based on actual consideration of 
existing conditions; in other words, he 
is expected to be ordinarily watchful 
and to exercise normally good judgment. 
For principles involved, see Hughes v. 
Empson 22 Beav. (Eng.) 181; Babbitt v. 
Fidelity Trust Co. 72 N. J. Eq. 745, 
757, 66 Atl. 1076. 

“When the performance or lack of 
performance of a legal duty is to be 
ascertained, due care under the attend- 
ing circumstances is the test. Here an 
important circumstance is the fact that 
appellee was in no way expressly re- 
lieved from the obligation to keep de- 
cedent’s funds invested in the manner 
required by law, even though it was al- 
lowed reasonable time, according to the 
facts connected with each investment, 
to convert into legal securities. The 
care demanded of a trustee in deciding 
as to the time for conversion is the exer- 
cise of ordinarily good business judg- 
ment or foresight. The law has erected 
a guidepost for trustees to observe, read- 
ing “Legal Investments” and if, ap- 
parently that warning is negligently ig- 
nored by a fiduciary possessed of non- 
legal securities coming from a decedent, 
he cannot, in the absence of strong ex- 
planatory circumstances, shift the risk 
of such inattention to his cestui que 
trust, nor can he escape responsibility 
by substituting ‘supine negligence’ as the 
test, for the measure of care just in- 
dicated.” 


It may be also of interest to know 
that in Brown’s Estate 287 Pa. Supreme 
Court 499, the court follows and ap- 
proves of the rule laid down in Taylor's 
estate. In Brown's estate the loss was 
sustained in the sale of stock of a legal 
corporation, the executor having held 
the stock for fourteen years after the 
decedent’s death. In that case the ques- 
tion arose as to what was the legal 
representative's duty with respect to 
holding or selling the stock. 


“The difficulty of fiduciaries arises 
from the fact that there are usually no 
fixed values but such as depend on the 
money market, assuming there is prop- 
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erty value and income behind the in- 
vestment. It is a well-known fact that 
the value of the dollar and the cost of 
its use fluctuates, affecting principal and 
income, though not in the same way. 
The judgment of a fiduciary acting in 
good faith on considered circumstances 
should have controlling effect as to the 
time of sale of the particular invest- 
ment. The matter is very well covered 
in these lines of the Chief Justice’s opin- 
ion quoted above, ‘that the retention of 
the securities represent, not mere lack of 
attention, but the honest exercise of 
judgment based on actual consideration 
of existing conditions. The rule is, 
What confronted the disposition of his 
personal affairs? While overexacting 
solicitude is not required, carelessness 
or disregard of the welfare of the estate 
will not be permitted. In this class of 
cases it is obvious that each case must 
stand largely on its own facts.” 


Turning Down 
the Loan 


In the final analysis, however, each 
case must stand on its own facts and the 
fiduciary must be judged as to its con- 
duct in the management of an estate on 
all the facts and circumstances surround- 
ing that particular estate. 

The administration of old and new 
estates undoubtedly creates many new 
and novel problems. There is such a 
diversity of circumstances that nearly 
every estate today provides a new head- 
ache for trust company officials. No in- 
stitution can say that its problems are 
greater than another, excepting that 
some communities have suffered in a dif- 
ferent manner, or to a greater or less 
degree during the recent depression. The 
successful management of estates is, and 
ever will be, primarily a matter of abil- 
ity, honesty, and integrity, nothwith- 
standing any amount of legislation predi- 
cated upon a different premise. 


I BELIEVE that bankers should carefully scrutinize 
every application for a loan to see if it is bankable 
and, if it is not in bankable form, then make further 
examination to see if the loan can be made a bank- 


able one, in order that the uses of credit may be 


RoBERT V. FLEMING 


President, 
Riggs National Bank, 
Washington, D. C. 


stimulated. ‘We must not expect our customers to 
be bankers and understand all the factors which we 
must consider before granting a loan, and if we find 
that the loan is not a bankable one and cannot be 


made bankable, then I think we should take pains 
to explain to the applicant the reasons why the loan 
cannot be granted. 





Do We Need Unified Control of 
Banking? 


NEW volume has just been pub- 
Ai: dealing with a _ problem 
which is uppermost in the minds 

of the bankers of the United States.* 
That is the problem of placing all 
commercial banks under the regulation 
of the Federal Government. The au- 
thor’s arguments are all in favor of 
making this change. Before examining 
his proposals somewhat critically, it may 
be pertinent to state that the volume 
presents in a clear and striking form all 
the aspects of this problem. There is 
the historical background and in addi- 
tion a thorough examination of all the 
present-day banking developments, to- 
gether with the legal difficulties pre- 
sented in carrying out this great change 
in our banking systems. This book is 


therefore of great practical interest and 


value to every bank in the country. 
Those who believe in banking unifica- 
tion will find in it the strongest con- 
firmation of their point of view. On 
the other hand, the opponents of bank 
unification will find here an array of 
facts and arguments of which they can- 
not fail to take note and to meet as 
best they may. 

One thing is certain: the proposal for 
a uniform system of banking is meet- 
ing with increasing favor, and the author 
of this volume has made out a strong 
case in its support. No banker, what- 
ever may be his personal position, can 
afford to be without the information this 
volume contains. 

But in this giving unqualified ap- 
proval to the ability the author displays, 
some questions will arise as to the gen- 
eral considerations upon which his ad- 
vocacy of a single commercial banking 
system is based. 

Note in the first place that for about 

*Federal and State Control of Banking. 
By Thomas Joel Anderson, Jr., instructor in 
economics, New York University. New York: 
The Bankers Publishing Company. 


a quarter of a century after the expira- 
tion of the second Bank of the United 
States banking was left entirely to the 
state banks. And it was not until the 
exigencies of the Civil War that a na- 
tional system was devised. Evidently 
Congress and the people were not, in 
that interval, favorable to a unified Fed- 
eral system of banking. Rather than 
resort to it, the evils of a heterogeneous 
bank-note currency were patiently en- 
dured. Incidentally, it may be said that 
Mr. Anderson, like most writers who 
deal with the state bank-note systems, 
fails to give adequate credit to the few 
cases where the notes were good. Had 
the Suffolk system in Boston, the Louisi- 
ana system, and the sound principles of 
the State Bank of Indiana been copied 
by the other states, the country might 
have had, with necessary modifications, 
a better paper currency than we have 
today. In effect, the same may be said 
of state banking. That some of these 
systems are good, the most ardent ad- 
vocate of unification will not deny. And 
an equally good system, so far as it is 
dependent upon legislation and admin- 
istration, may be had by any state so 
disposed. To this observation the reply 
will be made, that many of the states 
refuse to take the course that will af- 
ford to their people the benefits of sound 
banking, so far as this end can be at- 
tained by legislation. 

One charge leveled at state banking 
—and the author of this volume makes 
full use of it—is that in order to pre- 
serve the national banks Congress had 
to liberalize the laws relating to them; 
in short, to enter into a race with the 
state banks whereby wise banking re- 
strictions were greatly relaxed. But 
Congress, instead of reducing the mini- 
mum capital of the national banks and 
permitting the banks to lend on real 
estate, might have moved in the con- 
trary direction and legislated so as to 
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make the national banks so safe that 
in times of banking panic they would, 
as compared with the state banks, have 
stood out as unmoved as Gibraltar or 
shone like a good deed in a naughty 
world. 

It has been said already that, while 
most of the state bank-notes were de- 
cidedly bad, the capacity of the state 
banks to create a sound system of notes 
was clearly established where such sys- 
tems existed, as they did in several in- 
stances. 

And has not the author overlooked 
one of the greatest contributions made 
to American banking development? 
Reference is made to the mutual savings 
bank system, which were of state origin. 

This whole problem of Federal con- 
trol, not of banking only, but of many 
lines of business activity, cuts deeply 
into our history and the character of 
American institutions in general. We 
have a dual system of government. And 
it is not surprising that we have had 
a dual banking system. Gradually, the 
Federal Gevernment is extending its 
control over business generally. It may 
be, of course, that with changing con- 
ditions the time is approaching when all 
commercial banks will be organized and 
supervised under a uniform law. That 
such a development is desirable is the 
belief of the author of this volume, and 
he supports his belief with a strong array 
of facts and arguments. In this review 
only a cursory reference can be made 
to the contents of the book, and every 
banker who wishes to be well informed 
on a live banking problem is strongly 
recommended to read the book itself. 

At the outset the author gives an 
outline of the history of the two Banks 
of the United States, the period inter- 
vening between their extinguishment and 
the establishment of the national bank- 
ing system. Much space is devoted to 
the power of Congress over banking 
operations, and the famous opinions of 
Chief Justice Marshall on that question 
are repeatedly cited. There is an out- 
line history of the national banking sys- 
tem and of the Federal Reserve. Deal- 


ing with the latter, such matters as the 
par-collection system and the fiduciary 
powers of national banks are fully ex- 
amined. Group banking, chain bank- 
ing and banking affiliates are all exten- 
sively reviewed. 

That Congress has the legal power to 
establish and regulate banking is strongly 
maintained, although the author is not 
thoroughly convinced of the means to 
be employed in getting rid of the state 
banks. He believes, as others do, that 
this might be accomplished by taxing 
checks drawn on state banks. Here are 
the author’s “elements of a reconstruc- 
tion policy”: 


“1. Minimum capitalization require- 
ments should be raised to prevent the 
future organization of numerous small 
banks, many of which are likely to fail 
because of the lack of diversification in 
their loans and investments or inferior 
management. 

“2. A well-organized system of branch 
banking should be allowed to develop 
in order to make possible adequate bank 
capitalization and at the same time efh- 
cient and safe banking for the small vil- 
lage or town; to provide adequate di- 
versification of loan resources of the 
banking enterprise; and to encourage 
better management of banks. 

“3. Commercial banks should be re- 
quired to give up security afhliates or 
afhliates of other kinds which may lead 
to speculative or fraudulent banking 
practices. 


“4. Chain banking constitutes a seri- 
ous danger to sound banking practice, 
and its general abolition undoubtedly 


would tend to 
failures. 

“5. Group banking, if permitted to 
continue, should be subjected to govern- 
ment supervision of strict character and 
applying to every member of a group, 
including the holding corporation. 

“6. Bank mergers, properly super- 
vised, should be allowed to continue as 
a means of developing desirable branch 
systems and banks with more adequate 
capitalizations as well as avoiding un- 


prevent unnecessary 
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necessary failure and liquidation of 


weakened banks. 

“7. Banking concentration, of what- 
ever type, should be subjected to care- 
ful government restrictions to prevent 
speculative promotion of combinations. 


“8. The carrying on of commercial 
banking operations by private banks, 
practically free from state supervision, 
constitutes a danger to sound banking 
practice. Such banks should, therefore, 
be brought under the same supervision 
as other commercial banks or be pro- 
hibited from receiving commercial de- 
posits. 

“9. Elimination of competitive liberal- 
ization of banking statutes and com- 
petitive laxity in bank supervision is a 
much-needed element in a general pro- 
gram intended to strengthen the bank- 
ing system. 

‘10. The revision of supervisory 
methods for the purpose of improving 
reports and examinations and of holding 
bank officers and directors to a more 
strict accountability for the bank’s man- 
agement should tend to reduce the num- 
ber of bank failures induced by fraud or 
speculative use of the bank’s resources 

“11. Loan and investment policies of 
banks should be more closely restricted 
(1) to prevent excessive lending to ofh- 
cers and directors, or their families; 
(2) to prevent an excess of loans and 
investments of the less liquid types; and 
(3) to prevent an unwarranted diver- 
sion of credit to the speculative markets. 

“12. Time deposits, especially those 
of the character of thrift or savings ac- 
counts, should be segregated from the 
demand deposits and invested according 
to the regulations applying to savings 
banks, or reserve requirements against 
them should be raised to the level of 
the reserves against demand deposits. 


“13. Membership of all banks en- 
gaging in a commercial deposit business 
in the Federal Reserve System should 
result in a substantial decrease in the 
number of ‘bank failures. It would 
bring the rediscount facilities of the re- 
serve banks to all commercial banks; 
permit centralized and _ co-ordinated 
supervision of them; and increase the 
power of the Federal Reserve System to 
exercise a more effective control over 
the nation’s credit, with the possibility 
thereby of reducing the diversion of 
credit from industry and commerce to 
speculation and of tempering the cycli- 
cal fluctuations of business.” 


The author does not think these re- 
forms can be carried out while dual 
control of banking exists. On this point 
he says: 


“The dual control of banking in the 
United States presents a serious obstacle 
to the adoption of a thorough, general 
and progressive program of banking re- 
construction. It presents three serious 
difficulties. In the first place, the state 
is not in a position, because of the 
limited area over which its jurisdiction 
extends, to bring about some of the more 
important correctives. In the second 
place, the fact that legislation is under 
the control of forty-eight states and the 
Federal Government effectively forestalls 
uniformly progressive measures through- 
out the nation. Lastly, the existence of 
a choice between the national and the 
state charter makes effective reform difh- 
cult for either the Federal or state gov- 
ernments.” 


The historical, legal and other por- 
tions of the work are strengthened by 
numerous citations of authorities, and a 
comprehensive bibliography appears at 
the end of the volume. 


B. Se: 3. 





Some Thoughts on Trust Investments 


By W. ELsrinceE Brown 
Vice-President and Trust Officer, Clearfield Trust Company, Clearfield, Pa. 


HERE has recently been much 
pressure to buy common stocks as 


a hedge against inflation. It may 
be that several years from now it will 
appear to have been a wise policy, but it 
may be then, as it has been in the past, 
that several years from now we will 
be very sorry if we have adopted such 
a policy. If stocks be purchased, the 
job is only half done. We must, in 
order to accomplish the very object of 
the purchase, determine when to sell 
them in order to get out at a price near 
the high point before the up-swing is 
over. This takes more vision than trust 
men usually have. Otto H. Kahn said 
in one of his last public addresses: 


“A genuine banker has very little 
time and, generally speaking, equally 
little inclination to speculate—his very 
training and occupation unfit him to be 
a successful speculator. 

“The banker’s training is to judge in- 
trinsic values, his outlook must be broad 
and comprehensive, his plans must take 
account of the longer future. The 
speculator’s business is to discern and 
take advantage of immediate situations, 
his outlook is for tomorrow or anyhow 
for the early future; he must indeed be 
able at times to disregard intrinsic 
values. 

“The tempermental and mental quali- 
fications of the banker and the specula- 
tor are fundamentally conflicting, and 
it hardly ever happens that these quali- 
fications are successfully combined in one 
and the same person.” 


The problem of fiduciaries in deciding 
when to dispose of stock which have 
come to us in kind is enough of a head- 
ache without adding to our problem by 
our investment in stocks. We must first 


Extracts from an address before the Penn- 
sylvania Bankers Association. 
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forget the principle that we as trustees 
are conservators of wealth, not creators 
of it, in order to convince ourselves that 
we should buy common stocks. 

I thought Thomas F. Woodlock, in a 
recent editorial in the Wall Street Jour- 
nal, made a statement concerning mod- 
ern conditions which well expresses the 
dilemma of a fiduciary and especially 
when dealing with common stocks. He 
said: 


“In short, when all is said on this 
subject, one is driven back to one’s orig- 
inal position of almost complete uncer- 
tainty as to what would, could or might 
happen in the event of this, that or the 
other contingency. It is the absence of 
solid ground amid the flood of whirling 
waters upon which one could draw up 
one’s boat and wait for the subsidence 
of the flood, that is the most notable 
characteristic of the present state of 
things. The fog which enshrouds the 
future seems to baffle the keenest eyes of 
the sharpest and most favorably placed 
observers.” 


Our course is well charted for us in 
the statement of principles for trust in- 
stitutions which says: 


“The investment function of a trustee 
is care and management of the property, 
not mere safe-keeping at one extreme or 
speculation at the other.” 


CLASSIFICATION DOES NOT SOLVE THE 
PROBLEM 


The mere classification of investments 
as legal for trust funds or non-legal, does 
not solve the problem. Our problem in 
the investment of trust funds is not con-— 
fined to legal investments. The stringent 
restrictions which have in Pennsylvania 
limited fiduciaries in making investments 
have caused in many cases, and in my 
experience most of the larger ones, the 
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lifting of all restrictions. It is in these 
cases that we have the hardest problem 
and the greatest danger. This situation 
will, I believe, continue. Whatever the 
change in legal investments, those trusts 
we now have will continue, many wills 
and trust agreements now drawn will 
come up for execution and many wills 
and trust agreements will still be drawn 
which will place in the discretion of the 
trustee the investment of the funds. 
The same tests must be applied to all 
investments, whether they are legal for 
trust funds or non-legal. There are 
good mortgages and bad mortgages, good 
municipals and bad municipals, good 
rails and bad rails, good utilities and bad 
utilities, good industrials and bad indus- 
trials. While we are sometimes able to 
escape responsibility by the legal test, 
we cannot by that test escape culpability. 
We undertake to care for the property 
of others but unless we do that in a 
manner that will stand the test of our 
own conscience, we are not worthy of 
the trust. I do not mean that in all 
cases we can prevent loss. No one could 
foresee the period which we have gone 
through the last few years and if we 
have exercised care and made the best 
of our discretion and then loss has re- 
sulted from conditions beyond our con- 
trol, we should not be blamed for the 
resulting loss, but if we have been negli- 
gent and have then rested under the 
cloak of legality, we are not worthy of 
the trust that has been reposed in us. 
I have not lost faith in all mortgages. 
I still like the ones which are called 
“good old-fashioned mortgages.” In 
view of the drastic shrinkage in real 
estate values that has occurred in recent 
years it is most probable that mortgages 
made now on present conservative ap- 
praisals will make an excellent invest- 
ment. As has been said by many trust 
men in my hearing, when a mortgage is 
based.on a fair valuation, one of the 
principal bases for which is the rental 
value of the property, when the loan is 
then made on a fair margin only of such 
valuation and when, above all, the char- 
acter of the applicant is good and his 
present ability to meet the payments for 


which he contracts is satisfactory, then 
there is every reason to believe that you 
will have a sound trust investment. This 
is, I believe, especially true of mortgage 
loans on home properties where the 
home owner owns the equity in the 
property and it is not eaten up by a 
second and maybe a third mortgage with 
no equity remaining to encourage the 
owner to care for and desire to hold the 
property. In the past we have not been 
good appraisers. We made our mistake 
by believing in inflation values first and 
then not paying enough attention to the 
character of the applicant. 


MUNICIPAL BONDS 


Municipal bonds depend on_ the 
natural resources, industrial resources of 
the municipality and of the character 
of the people who live in the municipal- 
ity. You do not have the right of fore- 
closure on the property against which 
they are issued. That the character of 
the people of the United States ranks 
high as a whole is indicated by the out- 
standing position of the Federal issues, 
but on the other hand, when the people 
in any political subdivision show their 
lack of responsibility as a group by 
permitting the creation of excessive debt 
for unnecessary purposes or the wasting 
of tax money, then the character of the 
community issuing the securities is such 
that the bonds in that municipality are 
not fit for trust investments. You have 
the additional hazard that often accurate 
figures and statistics are not available 
and also that there is always the pos- 
sibility of the creation of new indebted- 
ness ranking at least equally with the 
bonds you have already purchased which 
will overburden the capacity of the 
municipality to pay both interest and 
principal. 

In many of the answers to the Invest- 
ment Committee questionnaire (spon- 
sored by the Pennsylvania Bankers As- 
sociation), in fact in almost every case 
where the broadening of legal classes 
was favored, the opinion was expressed 
that the bonds added to the legal list- 
ings should be those of corporations with 
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certain to be defined records of constant 
earnings, payment of interest, dividends, 
etc. In other words, it was the opinion 
of those who advocated the adding of 
bonds of railroads, including equipments, 
utilities and industrials to legal listings, 
that the character of the corporations as 
determined by its history should be a 
major test. I believe this to be a very 
important matter. We have all bought 
the bonds of these corporations in the 
past and will continue to do so in order 
to secure proper diversification in our 
trust accounts and a better income yield 
than we can otherwise. In making our 
selections, the more attention we pay to 
the record of the debtor company and 
the consistency of its record in good 
times and bad, the less trouble we will 
make for ourselves. 

The type of lien which secures a trust 
investment is most important. To buy 
junior liens in corporate bonds is like 
buying second mortgages or common 
stocks, not the function of trust funds. 
I would not say that even in certain in- 
stances preferred stocks might not be 
considered. I am familiar with an in- 
dustrial company operating plants in our 
community, where we can see their prog- 
ress, which has a small issue of preferred 
stock and no bonded indebtedness. I 
would rather purchase this stock, as an 
investment, not a speculation, than a 
very junior issue of bonds of even a well 
rated company and certainly in pref- 
erence to a senior obligation of a poorly 
managed one. 


In the purchase of corporate bonds I 
would also emphasize the ability of the 
company to pay and its continued in- 
terest in payment and in caring for its 
property because of its equity in it. I 
mean that just as the home owner should 
himself own the equity in his property, 
so should the corporation, by its proper 
proportion of investment by its stock- 
holders, own a proper equity in its prop- 
erty. This equity back of a bond issue 
proper for trust funds will act as a 
safeguard against fluctuation of earnings 
in poor business years, induce the proper 
maintenance of the physical property, 
and you will not have trouble with your 
senior lien obligations because of too 
heavy interest charges or defaults on 
junior lien, fixed interest obligations. 

In conclusion, may I state what to 
me are the cardinal principles which we 
should consider in future trust invest- 
ments, whether confined to legals or per- 
mitted in the discretion of the trustee: 


First—The sound actual value of the 
physical property which secures the lien 
in which we invest. 

Second—The character of the bor- 
rower of the funds, be it an individual, 
a municipality or a corporation. 

Third—The present ability of the 
borrower to pay and past records as to 
payments, and 

Fourth-—The probability of the con- 
tinuance of the desire to pay, measured 
by the investment or equity of the bor- 
rower in the property. 





INVESTMENT AND FINANCE 


A MONTHLY SURVEY OF CURRENT DEVELOPMENTS AFFECTING 
THE BANK INVESTMENT MARKET 


The Outlook for Railroad Recovery 


By A. J. County 


Vice-President in Charge of Finance and Corporate Relations, Pennsylvania Railroad Co. 


OTHING is more dangerous than 
N a false sense of security regard- 

ing the railroad situation. For 
several years the railroads have suffered 
severely from a low level of earnings, 
and from a mistaken but rather widely 
held belief that their days were num- 
bered and that other forms of trans- 
portation were destined to supplant 
them. That view needlessly injured rail- 
road credit, and encouraged unnecessary 
and unwise expenditures, both govern- 
mental and private, in the excessive de- 
velopment of rival and duplicate agencies 
of transportation service. 


With the increased industrial activity, 
particularly of the last few months, rail- 
road gross earnings naturally have ex- 
panded, and, as there has been no re- 
laxation in the drastic economies of op- 
eration much of the increase in gross 


has been translated into net. The con- 
sequence is that, measured in percent- 
ages, the increases over last year appear 
enormous. For example, during the first 
quarter of 1934 the total operating 
revenues of the Class I railroads increased 
21.7 per cent., while the net railway 
operating income jumped 225 per cent. 
For the month of March alone, the in- 
crease in operating revenues was 34.4 
per cent., while the net railway operating 
income increased 381.2 per cent. 

The large percentage increases in net 
are due to the fact that comparison is 
being made with results obtained during 
a period when railroad traffic suffered 
the maximum effects of the most dis- 
astrous prostration of business and in- 


Extracts from an address made at the 
round table conference held under the aus- 
pices of the Wharton Alumni Institute of 
Business of the University of Pennsylvania. 


dustry which this country or the world 
ever has experienced. 


RAILROAD CREDIT CHIEF PROBLEM 


The principal problem of the railroad 
industry is as usual its financial condi- 
tion, expressed through the weakness of 
many individual railroads. That prob- 
iem is not peculiar to the railroads alone. 
It applies to the affairs of the nation 
and of the entire world. If I failed to 
believe in the future and dealt with 
plain unvarnished truths about present 
finances, whether railroad, national or 
international, I am fraid I should be put 
down as a rank pessimist. But the rail- 
road situation with large maturities and 
governmental obligations must be dis- 
cussed with candor, and the criticisms 
of that situation must be faced honestly, 
because the real task ahead of us is to 
build for the future. 

The earnings results of the last four 
years, while a solemn warning, furnish 
no basis upon which to plan for the 
future, because they cover the period of 
the greatest depression. The first three 
months of this year, as I have just 
pointed out, show a change of trend—a 
swing in the right direction, and with 
increased business activity they will do 
much better. But it is a swing which, 
as far as gross and net earnings are con- 
cerned, must be carried very much 
further before railroad credit as a whoie 
can reach a satisfactory status. We 
should consider, I think, all plans or 
remedies for the railroads without 
throwing their investment, management, 
and employes on the back of the Govern- 
ment. 

In his first report to Congress, filed 
several months ago, the Federal Co- 
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ordinator of Transportation, Hon. Joseph 
B. Eastman, pointed out that in the five 
years ending in 1938 the railroad ma- 
turities amount to over $1,500,000,000 
omitting debts to the Reconstruction 
Finance Corporation, and he enumerated 
some major ills from which the railroad 
industry is suffering that must be 
remedied to put it into a healthy condi- 
tion. I will summarize and paraphrase 
them briefly: 

1. Lack of effective centralization of 
authority and lack of unity of policies 
to deal with matters of common interest, 
because of the large number of separately 
owned and managed railroad companies 
which together form an operating rail- 
road system of the United States. 

2. Wasteful and unnecessary competi- 
tion of the railroads with one another, 
which makes impossible co-operation 
upon policies of management to benefit 
the industry as a whole. 

3. The existence of innumerable du- 
plications of facilities and service, and cir- 
cuitous traffic routings, resulting in un- 
justifiable capital outlays and increase of 
operating expenses. 

4. Division of authority as between 
public regulatory authorities and rail- 
road managements, so that the industry 
has two masters, neither of whom is 
wholly responsible for financial results, 
and that the pressure for active com- 
petition has produced that divided re- 
sponsibility. 

5. The unsatisfactory present condi- 
tion of, and outlook for, railroad credit. 

Two further observations of the Fed- 
eral Co-ordinator are to the effect that, 
(a) while the railroads as a whole are 
not over-capitalized, many of them re- 
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quire financial reorganization; and (b) 
under present methods of competitive 
operation and duplication of facilities 
and service, there seems little prospect, 
even with the return of a normal volume 
of production and trade, for many of 
the railroad properties to earn a sufficient 
net operating income to sustain their 
capital structure as a whole and meet 
large maturities; so that ultimately gov- 
ernment ownership and operation is the 
only sure cure. Nevertheless he recog- 
nizes that there is no aggressive public 
sentiment at the present time in favor 
of government ownership and operation 
of the railroads; but he has reiterated 
the opinion that it is a subject about 
which the whole country ought to be 
thinking. In other words it is a live 
subject. 

All this boils down to the fact that 
something more than general economic 
recovery is required to put the railroad 
industry solidly on its feet for the future, 
and that the railroad managements must 
plan and act, and ask for public sup- 
port to remove as many legal and finan- 
cial obstacles as possible. 


PRESENT INVESTMENT AND FIXED 
CHARGES 


Before turning to the question of a 
workable remedy, there are two or three 
further points I wish to bring out re- 
garding the capital structure of our rail- 
roads. In his recent informal, but widely 
quoted, press conference on this sub- 
ject, President Roosevelt expressed the 
general opinion that as a result of over- 
expansion and excessive increases in in’ 
vestment during the period from April, 
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1916, to April, 1929, some of the rail- 
roads today have unduly high fixed 
charges. The corollary was that there 
must be wide-spread reorganizations and 
reductions of fixed charges or the adop- 
tion of some drastic plan of government 
control, and to this latter the President 
said he was opposed. 

That the present fixed charges of some 
of the railroads are a most serious bur- 
den in this depression cannot be denied. 
These charges were not earned by the 
railroads as a whole in either of the last 
two years. In 1932 the deficit was 
$153,000,000, and in 1933 it was over 
$13,000,000. Probably the charges will 
be earned for the present year, assum- 
ing we do not suffer another long indus- 
trial relapse. But in very many cases 
the margin of earnings over such charges 
will not be one which can be regarded 
as adequate from the stockholders’ view- 
point, or as constituting a dependable 
basis of credit. 


WORLD WAR ABNORMAL CAPITAL 
EXPENDITURES A BURDEN 


One very important fact in connec: 
tion with these fixed charges has been 
forgotten. It is this: Not only has the 
greater part of railroad debt been is- 
sued after governmental approval, but 
a portion of the additional capital 
charges incurred since 1916 were im- 
posed upon the railroads, not on the 
initiative of their own managements, 
but by the Government itself in the 
period of Federal control during and 
after the World War. This proportion 
represents expenditures by the Govern- 
ment to enlarge the facilities and equip- 
ment of the railroads for the purpose of 
handling the troops and the abnormal 
war trafic and saving the life of the 
nation. Following the World War, 
both the increased facilities and the 
debts contracted for their creation were 
assumed by the railroads. A further 
fact is that grade crossing elimination 
on the highways, and the elevation or 
depression of railroad tracks in the large 
cities to avoid grade crossings, require 
the railroads to spend many hundreds 
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of millions of dollars. These expendi- 
tures were imposed by the authorities for 
public safety, and in fairness should be 
borne by the public, and the railroads 
reimbursed to a large extent. These are 
facts in the existing situation which 
should not be overlooked. 


SINGLE UNIT OPERATION 


The necessities of the situation in my 
opinion demand that we push unification 
still further by outlining a measure 
which justifies further consideration in 
reaching a solution of our basic problem 
—that of protecting railroad credit and 
service through increasing their net 
earnings. At the same time it would 
save long discussions as to allocating 
roads to any system; it would not de- 
tract from the extent or character of 
the service; it would preserve the pride 
of every railroad company by making 
it a part of the workings and manage- 
ment of a united company; it should, 
and ultimately I hope will, pave the way 
for lower freight rates and passenger 
fares, improve railroad credit, and se- 
cure united railroad co-operation for the 
benefit of the nation. It would suppress 
wasteful competition and prevent dupli- 
cate capital expenditures. 


PROPER REGULATION RELIEVES NECESSITY 
FOR ENFORCED COMPETITION 


First, let me state that in my belief 
the time has come to recognize the fact 
—for it is a fact—that the public in- 
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terest no longer requires that the rail- 
roads should be compelled to compete 
wastefully with one another in facilities 
or service. Indeed, the true public in- 
terest now requires that such competi- 
tion should be eliminated, because it is 
no longer needed as a protective meas- 
ure, and its elimination is the one sure 
means by which extensive savings could 
be made in the cost of furnishing service 
and facilities. Competition and public 
regulation are two widely differing de- 
vices utilized to accomplish the same end. 
When public regulation of all forms of 
transportation is made complete in scope 
and authority (as is not yet the case in 
the United States), the need for con- 
tinuing wasteful or destructive compe- 
tition logically ceases, and the burden of 
its inescapable costs can safely be re- 
moved. 

Adequate competition in transporta- 
tion exists in the country without forcing 
individual railroad companies into con- 
tests with each other. The railroad in- 


dustry as a whole no longer has the sub- 


stantial monopoly it enjoyed thirty years 
ago when it performed practically all of 
the inland transportation of the country. 
Now it is faced with vigorous rivals, 
private as well as commercial, and both 
partly subsidized by the governmental 
expenditures on the highways and the 
waterways. Great Lakes lines, ocean 
lines, air service, and pipe lines are also 
in the picture. There is now a surplus 
of transportation facilities and service. 
This situation alone would furnish a 
strong reason why it is perfectly pru- 
dent to dispense with the requirement 
that the railroads be allowed to exist, or 
large consolidations be permitted, only 
with enforced competition. 

From this viewpoint both the Four 
System Plan and the Prince Plan fall 
a good way short of practical perfection. 
The one would retain existing competi- 
tion, with little if any mitigation of its 
present severity. The other would miti- 
gate the severity, perhaps in considerable 
degree, but it would not wipe out alto- 
gether the evil of unnecessary costs. To 
whatever extent .wasteful competition is 
retained, the costs of service are higher 


than otherwise need be. There is no es: 
cape from the logic of that conclusion, 
because it is impossible to have com- 
petition without rate cutting and dupli- 
cation or multiplication of investment, 
facilities and services. 


UNITED EASTERN RAILROAD COMPANY 
PLAN 


As there is a greater concentration of 
population, large industries, valuable 
mineral deposits and railroad facilities in 
the East than in any other section, the 
start on unlimited rail consolidation 
should be in the eastern territory, in- 
cluding by that term the so-called East- 
ern District, New England and the Poca- 
hontas Region. If it proved successful 
there, it could be extended later to other 
sections of the country. 

This plan for a United Eastern Rail- 
road Company begins where the Prince 
Plan, as revised by the Poland Report 
to the Federal Co-ordinator, left off. In- 
stead of having two competing systems 
in the eastern territory criss-crossing 
each other’s lines, proceeds on the theory 
that to secure the greatest efhciency and 
economy of operation, one operating sys’ 
tem is better than two or any greater 
number, and the reduction or elimina- 
tion of competition beyond that essen- 
tial to keep each traffic center adequately 
served to protect its markets is better 
than retaining any wasteful multiples or 
measures of it. 

Public regulation, of course, would be 
retained with complete authority to pro- 
tect the public against rates or fares 
higher than justly should be exacted to 
prevent discriminations in either rates 
or service, and to require proper stand- 
ards of service. Those are the legiti- 
mate objects of regulation. There is 
not one of them that cannot be accom- 
plished more effectively and far more 
cheaply by consolidation and wise and 
intelligent regulation than by wasteful 
machinery of free competition such as 
that imposed on the railroads by the 
anti-trust laws, and continued under the 
guise of regulation. 

The general outline of this plan is 
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that it would be necessary to form a 
new corporation,—let us call it for con 
venience, the United Eastern Railroad 
Company. For this purpose ‘it is quite 
possible that a Federal charter might be 
preferable. The new company would 
take possession of, manage, operate and 
maintain the physical properties of all 
the railroads joining in the plan. To 
obtain the maximum benefits of the 
plan, all the railroad companies in the 
eastern territory should participate. 

The corporate existence of the present 
railroad companies would continue un- 
disturbed, thereby preserving for the 
benefit of the industry and its patrons 
the accumulated skill and experience of 
the executives. The new operating com- 
pany would be directed by a board of 
directors composed of the presidents of 
the member railroad companies. Each 
member company would have voting 
power in the board proportionate to its 
percentage of the total net railway op- 
erating income of the entire group over 
some test period, to be agreed upon. The 
period might be, for instance, 1926-30, 
or perhaps a longer interval would be 
desirable to obtain greater diversification 
of good and bad years. The net rail- 
way operating income of the operating 
company would be distributed to the 
member.companies upon the same basis. 
Out of these distributions each member 
company would continue its own cor- 
porate organization, and would pay its 
own fixed charges and such dividends as 
circumstances might justify. Each tub 
must stand on its own bottom, but its 
ability to stand would be _ increased 
greatly through larger net earnings and 
consequently stronger credit. If unable 
to meet its obligations, financial re- 
organization would be essential, but that 
need not disrupt the United Eastern 
Railroad Company. 

It would be desirable for the new op- 
erating company to have a substantial 
working capital, ultimately as much as 
$100,000,000. This might be supplied 
in whole or in part by the member com- 
panies, or in whole or in part by a gov- 


ernmental advance based on the united 
credit of the participating members. 


PUBLIC UTILITY UNIFICATIONS 
BENEFICIAL 


In throwing out’ these ideas for con- 
sideration and discussion, I am aware 
that many good citizens of this country 
cling, with almost the fervor of a re- 
ligious belief, to the conviction that in- 
tense competition between the railroads 
and duplicaton of facilities, no matter 
who is willing to pay for them or fail to 
pay for them, are necessary for the pub- 
lic protection. These very same people 
accept as a matter of course the unified 
telephone service; unified distribution of 
gas and electricity; unified water supply; 
unified street railway systems; and in 
many cases unified taxicabs and buses; 
and have found the service reliable and 
cheaper than under competition. I know 
of no serious movement to supply any 
large city with several electric light com- 
panies, or several telephone systems and 
expect better service or lower rates there- 
from. 

These utilities are existing all over the 
country and are sometimes spoken of as 
natural but regulated monopolies. They 
are no more of a public necessity than 
the railroads; and the wastefulness of 
enforcing competition between fifty rail- 
road companies in the eastern states, all 
charging similar rates, in addition to 
public regulation of their rates and 
service, etc., is no more necessary for 
public protection in their case than in 
the case of the unified but regulated 
utilities. 

I have great faith in the common 
sense of our people. Our worship of 
the principle of competition was sound 
while unregulated railroads with a 
monopoly of transportation existed— 
it has been one of the many things taken 
for granted. I am hopeful, therefore, 
that our citizens will not close their 
ears to the arguments for a very great 
restriction of competition when it is 
found wasteful and an unnecessary bur- 
den on the pockets of the public. 
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RESULTS OF ENGLISH RAILROAD 
UNIFICATION 


In England, a land of keen competi- 
tion, far-reaching steps have been taken 
for railroad unification, and with great 
resulting advantages to all concerned. In 
1914, at the opening of the World War, 
there were twenty-seven major and 
ninety-three minor or subsidiary railroad 
companies in Great Britain, a total of 
120. Following the close of the war, 
under the terms of the Railway Act 
of 1921, these 120 railways were merged 
into four large companies; and much, 
but by no means all, of the direct com- 
petition between them was eliminated. 

Recently two of the consolidated com- 
panies, the London, Midland & Scottish 
and the London and North Eastern, 
which between them control 70 per cent. 
of the railway trafic of England and 
Scotland, agreed to pool their competi- 
tive business, especially in the large cen- 
ters, and cease competing altogether. The 
arrangement has been approved by the 
Ministry of Transport, and is in actual 
operation. Therefore, nearly  three- 
quarters of the railroad service in Great 
Britain is being rendered today upon a 
co-operative instead of a wasteful com- 
petitive basis. In addition the railroads 
are authorized to operate buses and 
trucks; and a fair adjustment of the 
taxation question has been worked out 
under government auspices as between 
highways and railways. 

Had the previous existing conditions 
of general competition been continued 
after the World War, the entire rail- 
road industry of Great Britain might 
have become bankrupt, with government 
ownership the only recourse. The sal- 
vage of the industry through great re- 
duction in competition, and now in a 
large part of the territory its total elimi- 
nation, should carry a profound lesson 
to the public of this country. When 
our people understand that this is one 
avenue promising the preservation of 
the credit of our railroads with cheaper, 
and in many cases better, transportation 
service, I think they will be convinced 
and ready to see competition restricted 


without apprehension, relying on sound 
regulation for the full protection of their 
rights. 


THE SECURITIES EXCHANGE 
ACT 


OW that the much-discussed act 
regulating the securities  ex- 


changes has become effective, 
those affected by its provisions are con- 
sidering how the law will be interpreted 
and applied. It is characteristic of recent 
legislation, especially that relating to 
banking and financial affairs, that diffi- 
culty exists as to how such measures will 
be construed by those charged with ad- 
ministering them. For example, the Bank- 
ing Act of 1933 is declared to be in great 
need of a supplementary clarification act. 
The bill for adding silver to the country’s 
monetary base is another measure where 
much discretion in regard to carrying 
out its objects is made a matter of dis- 
cretion on the part of the President and 
Secretary of the Treasury. 

The Securities Exchange Act offers 
an even wider scope for official in- 
terpretation. Admiriistration of the law 
is divided between two regulatory bodies 
—the existing Federal Reserve Board 
and a Securities and Exchange Commis- 
sion which the new law creates. So 
much discretion is left to these two 
bodies that great diversity of opinion 
exists as to how effective the law may 
be in actual operation. Until the mem- 
bers of the commission are appointed 
and the rules and regulations formulated 
and made public, the actual workings of 
the act cannot be forecast with any cer’ 
tainty. 

One fact in regard to this law is en- 
couraging, and that is the changes that 
were made in the original draft of it. 
As at first drawn, the law would have 
proved unworkable, while its liabilities 
for losses were so severe as to be con’ 
sidered as a severe menace to legitimate 
trading. 

As a result of prolonged discussion, 
some of the most drastic provisions of 
the act have been modified, but without 
impairing the real objectives of the law, 
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provided the Securities and Exchange 
Commission and the Federal Reserve 
Board are not too lenient in their in- 
terpretation and application of the law. 

Many of the abuses of speculation 
originate with the speculators and “in- 
vestors” themselves. Their greed and 
inexperience make them an easy prey 
for the broker who is thinking only of 
his own commission on the deals he 
makes. But the exchanges, in some 
cases, have been so organized and con- 
ducted as to minister to the eager desire 
of the public for gain. 

If the new law shall measurably 
remedy the abuses of speculation and 
contribute to sounder investment prac- 
tices, it will justify the hope of its 
sponsors and be of great benefit to the 
country. 


GOVERNMENT AND OTHER 
SECURITIES 


S successive flotations of United 
States bonds are made, and at low- 


ered rates of interest, it becomes 
plain that this class of securities is now 
in a favored position in the investment 
market. This is somewhat paradoxical, 
since the low yield on United States 
bonds will place the investor in a less 
favorable position as regards the utility 
of his income, and especially if present 
attempts to raise prices should succeed 
to the extent intended. Apparently, in- 
vestors are now thinking more of the 
security of principal than the rate of 
yield on the sums invested. They are 
also, it would seem, not much alarmed 
by devaluation of the dollar, by silver 
legislation and other actual or proposed 
measures widely deemed of an upsetting 
character. 
But the chief reason for the ready 
absorption of United States securities is 


independent of the foregoing considera- 
tions. It lies in the redundant reserves 
of the banks and the comparative ab- 
sence of other desirable forms of em- 
ployment of banking funds. There is 
not only a scarcity of demand for loans 
which the banks regard as good, but also 
an absence of the usual volume of state, 
municipal and industrial securities of the 
better type. Furthermore, the Govern- 
ment itself has now entered so largely 
into the field heretofore occupied by the 
banks and other financial institutions, 
that the Treasury must resort to heavy 
borrowings in order to keep up its new 
activities. Indirectly, the banks are 
lending through the Government. They 
must feel that, under present circum- 
stances, this is the wiser policy. 


THE STAGNATION IN WALL 
STREET 
ECENT low levels in the volume of 
R trading on the New York Stock 
Exchange have given rise to vari- 
ous opinions as to the cause of this 
stagnant situation. Uncertainties of the 
National Securities Act and the Securi- 
ties Exchange Act have been offered as 
an explanation, and these remain to a 
considerable extent. But it is now 
known as to the latter measure that its 
operations promise to be much less severe 
than provided for in the original draft 
of that measure. 

There is another explanation of this 
dullness not wholly to be disregarded. 
Wall Street has long been considered as 
a barometer of the business situation, its 
fluctuations generally preceding the situ- 
ation that later develops. If the recent 
state of quiescence in that locality re- 
flected a feeling of greatly diminished 
activity in production and trade, it 
would take on additional and unwelcome 
significance. 
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FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY OF CURRENT FINANCIAL, ECONOMIC AND 


ERMANY’S announcement of a 
(5 moratorium on foreign indebted- 

ness, sensational as it was, sank 
into comparative insignificance when 
something closely resembling a revolution 
developed in that country with the open- 
ing of July. By the adoption of sum- 
mary measures this incipient revolt was 
held in check, although the future po- 
litical status of the country remains un- 
certain. 

The Disarmament Conference at 
Geneva has adjourned without results, 
to assemble at some later date. Mean- 
while, committees will make further 
study of the questions involved in the 
effort to reconcile conflicting views. 
Russia has taken an important step in 
making new treaties with surrounding 
states guaranteeing their independence. 
This move is part of an attempt to en- 
circle Germany, the success of the plan 
being further dependent upon an alliance 
between Russia and France. Two 
European dictators—Mussolini and Hit- 
ler—have been conferring in Italy, with 
results not announced at the time this 
was written. 

France's financial affairs are showing 
a decided improvement, and while in 
recent weeks there have been some local 
outbreaks, the situation in general re- 
mains comparatively calm, and the pres- 
ent political coalition seems in a fair way 
to preserve peace and to bring about 
better economic conditions. 

It is an encouraging sign, with re- 
spect to world affairs in general, that 
despite the blind attempts of each nation 
to set up restrictions of various kinds, 
the world is actually making consider- 
able progress toward economic recovery, 
and there are even some indications that 
international trading may again be re- 
stored to the important place it once 
held in the economic scale. Not the 
least significant of these indications is 
the new reciprocal tariff law enacted in 
the United States of America, and the 





POLITICAL EVENTS IN OTHER LANDS 





oficial announcement by this country of 
its willingness to consider the acceptance 
of goods and services in payment of the 
war debts owed by a number of Euro- 
pean countries. There is, also, a grow- 
ing recognition of the fact that restora- 
tion of international trade is largely de- 
pendent upon the re-establishment of a 
definite monetary standard among the 
leading nations of the world. 


GREAT BRITAIN 


Dry Weather in England 


One does not commonly associate 
droughts with England—an isle set in a 
silver sea—but for the last eighteen 
months that country has been experienc- 
ing a season of dry weather, the greatest 
known in the last sixty years. Besides 
the inconvenience such a situation causes 
in the cities and towns, it has an impor- 
tant and injurious effect upon agricul- 
ture, and upon the dairy industry es- 
pecially. Since England must, in any 
event, import a large proportion of her 
food supplies, whatever operates to cur- 
tail agricultural production necessitates 
larger importations of this character and 
thus diminishes the country’s balance on 
exports. 


Increase in the Unfavorable Trade 
Balance 


The May unfavorable trade balance 
was £24,181,000, compared with £21,- 
212,000 reported in the preceding 
month. 

The Board of Trade reported that im- 
ports into the United Kingdom in May 
aggregated £61,727,000, compared with 
£56,330,000 in April and £57,294,000 
in May, 1933. Exports were valued at 
£32,759,000, compared with £30,099,000 
in April and £30,765,000 in May of 
last year. Re-exports for May aggre- 


gated £4,787,000, compared with £5,- 
019,000 in April and £3,820,000 a year 
ago. 
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For the five months ended May, im- 
ports aggregated £302,050,000 and ex- 
ports £157,595,000. Re-exports were 
£23,719,000, while the total for exports 
and re-exports was £181,314,000, indi- 
cating an unfavorable trade balance for 
the five months of £120,736,000. 


The Budget Situation 

While the unexpected surplus for the 
last fiscal year made it possible to apply 
some £39,000,000 to debt reduction, the 
total debt of the country was, at the 
close of the last fiscal year, the highest 
since 1930. But this increase in the total 
debt does not call for increased interest 
charges, since refunding operations and 
other transactions have reduced the out- 
lay for that item. The considerable sur- 
plus of the last fiscal year was due to 
the unexpected high yield of death duties 
and to some savings in expenditures 
caused by the improved business situa- 
tion. Estimates for the present fiscal 
year place the probable surplus at £796,- 
000. The estimates for last year looked 
to a surplus of a round million, but the 
unlooked-for windfall increased this to 
the amount already mentioned. Prob- 
ably it is too much to look for a repeti- 
tion of history in so short a period as 
the ensuing year. 


The Cause of Low Prices 


In the opinion of the Westminster 
Bank Review what the world needs to- 
day is not arbitrary attempts to force 
prices back to any pre-existing level, but 
&6 


the removal of obstructions to expand- 
ing consumption and international trade. 
Its views on price manipulation will be 
found especially interesting, as they 
challenge a large body of opinion on 
this subject. The Review says: 

“The fallacy of price manipulation 
efforts in general is that they ignore the 
fact that prices are symptoms rather than 
causes. Under the capitalistic, individ- 
ualistic economic system of this and most 
other countries, prices are both barom- 
eters reflecting economic conditions and 
safety valves regulating the machinery 
upon which the successful functioning 
of the system depends. The relations of 
prices can be tampered with only at the 
risk of throwing the whole machine out 
of gear. Changes in prices are merely 
the indication, as has been said above, 
of some change in the relationship of 
supply and demand. Price movements 
interpret changes in tastes and changes 
in supply, and only through their free 
play can disequilibrium between these 
factors be corrected. If demand for a 
particular commodity falls off, it is only 
through the fall in its price that its pro- 
duction can effectively be discouraged. 
If, on the other hand, new sources of 
supply are opened up, it is again only 
through a reduction in price that de- 
mand can be expanded. 

“The same is true also of the general 
movements in price which are associated 
with the trade cycle. Economists agree 
upon the existence of that cycle, though 
they differ widely in their interpreta- 
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tions of its causes. It appears, however, 
to be an essential part of the present 
economic system, and indeed, if those 
who believe that it originates in natural 
forces are correct, then it cannot be 
eliminated from any system. While 
fluctuations in prices have their disad- 
vantages, it is true that in years of ex- 
panding trade fixed capital is increased 
and the foundations of further progress 
are laid. But prosperous times breed 
undue confidence, a boom develops, and 
a fall in prices from their previous high 
levels is the indication of the reaction. 
Low prices are admittedly from many 
standpoints disagreeable, but they are 
salutary in that the economic body is 
purged of the unhealthy developments 
which seem inevitable in booms. 

“There is no denying that stabiliza- 
tion of prices, or a scheme by which 
their perpetual rising could be ensured, 
appears at first sight eminently desir- 
able. There is no doubt, too, that such 
a control is in line with the present 
trend of increasing regulation of eco- 


STOCKHOLM 
0101 


MALMO 
$210 


nomic life in all directions. So long, how- 
ever, aS we continue an economic system 
founded on reasonable freedom for men 
to use their own judgment in producing 
what they feel to be of use to their 
fellows, free fluctuation of prices is es- 
sential to guide us in the exploitation of 
resources in ways best fitted to meet 
man’s needs and desires. Endeavors to 
control those fluctuations in the case of 
individual commodities must break down 
sooner or later and cause harm to both 
producers and consumers meanwhile. 
Regulation of prices in general would 
be extremely difficult, if not impossible, 
to effect; and, if’ successful, it would 
impair that free adjustment between the 
prices of individual commodities which 
is so desirable, and would check that 
steady advance in production which 
should be normal in a progressive world. 
What the world needs today, especially, 
is not arbitrary attempts to force prices 
back to any pre-existing level, but action, 
widespread and vigorous, to restore eco- 
nomic activity to the levels of 1929, and 
to improve upon those levels. That can 
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come only through the removal of the 
obstructions to expanding consumption 
and international trade, which are them- 
selves the causes of low prices.” 


New Competitors in British Banking 


Prominent attention is given in the 
Annual British Banking Supplement is- 
sued with The Statist to the increasing 
competition within the sphere of its do- 
mestic business to which British banking 
is now exposed, caused firstly by the 
frecing of resources previously employed 
in financing international trade, and sec- 
ondly by the glut of credit which has 
followed the slackening in the tempo of 
economic activity. It is pointed out that 
the relative rigidity of bank loan rates 
has provided an opportunity for the ac- 
ceptance houses to regain the business 
which was lost during and after the war 
to the clearing banks. In the main this 
competition is taking the form of ac- 
ceptance credits to take the place of 
bank loan and_ overdraft facilities. 
Though the popularity of the domestic 
acceptance has, as yet, made little prog- 
ress, viewed quantitatively, in certain 
spheres—the Lancashire textile trade is 
one—it is re-establishing itself at a pace 
which is decidedly significant. 

Competition is also being experienced 
by the banks from the extension of the 
interests of insurance companies into es- 
sentially banking transactions. With 
offers of short and medium term credit 
for industrial reconstruction and exten- 
sions of plant, they have in fact come to 
perform through certain of their depart- 
ments a typical banking business. Also 
from the building societies, whose large 
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resources now enable them to undertake 
such operations as loans to local authori- 
ties, there is invasion into a field which 
until recently was more particularly re- 
garded as the province of banks. 

The Statist considers that as long as 
the glut of money and the present eco- 
nomic uncertainties continue these tend- 
encies must be expected to make them- 
selves felt and banks must prepare to 
find the sphere cf their own business in- 
vaded by institutions which up to a point 
and in certain directions can beat them 
on their own ground. They can do so 
because in the first place their ratio of 
overhead expenses to total income is not 
so high, and in the second place because 
these non-banking institutions command 
funds which are not of such mobile 
character as the bulk of bank deposits 
and consequently such large unproduc- 
tive cash reserves need not be kept 
against them. 

The remedy for this competition from 
the acceptance houses will come if and 
when the banks are prepared to quote a 
truly competitive rate as their buying 
rate for bills; as for non-banking com- 
petition, it must be dealt with by its own 
weapons. This means that it can be 
overcome only by greater flexibility on 
the part of the banks both in the services 
which they render and in the rates which 
they charge for them. 


FRANCE 


A striking change in French senti- 
ment took place during April following 
the issuance by the government of the 
decrees making its economy measures ef- 
fective and was reflected in a remarkable 
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rise in quotations for government securi- 
ties. If confidence continues to revive 
it should, of course, serve to stimulate 
economic activity, but as yet there has 
been little or no evidence of a tangible 
improvement in business conditions and 
even the usual expansion that is expected 
at this season appears to have been lack- 
ing. Although the political outlook has 
greatly improved, it seems evident that 
some time must elapse before the feeling 
of apprehension occasioned by the Feb- 
ruary disturbances can be entirely elimi- 
nated. In addition to the measures it 
has taken to cover the budget through re- 
ductions in government personnel and in 
salaries and pensions, the large railway 
deficit has also been attacked by the 
government. Decreases in the wages 
and pensions of railway workers have 
been decreed and means are being con- 
sidered for better co-ordination of road 
and rail transport, in order to protect 
railway earnings from the heavy losses 
suffered because of competition from 
motor transport. As the treasury is 
called upon to advance the funds re- 
quired by the railways because of their 
inadequate earnings, and as their securi- 
ties are guaranteed by the state, the rail- 
way deficit has naturally constituted a 
heavy additional burden on government 
finances. The economic program of the 
government includes action with regard 
to three additional problems of primary 
importance, namely a reduction in the 
high cost of living, a revision of the ex- 
isting fiscal system and an extensive pro- 
gram of public works. 

Measures for widespread reform of 
the taxation system are being studied. 


Wholesale prices continue to decline. 
For the present economic activity in the 
country remains stationary. 


GERMANY 


Reference has been made above to 
the growing uncertainty regarding the 
political and economic situation of this 
country. Notwithstanding this, it may 
be recorded that unemployment has 
lately shown a decline and industrial 
production a substantial increase, the 
latter caused by public and private sub- 
sidized construction. 


ITALY 


To help in balancing the budget and 
to reduce the cost of living, sharp re- 
ductions have been made in public and 
private salaries, in rents, and in the cost 
of a number of services. Part of the 
consistent program of deflation has been 
the marked reduction in the volume of 
bank notes in circulation, the aggregate 
declining from 19,349.7 million lire De- 
cember 31, 1925, to 12,709.2 million on 
April 20, 1934. The note reduction 
has been accomplished by a revision of 
the reserves of the Bank of Italy, leading 
since September, 1931, to the gradual 
elimination of the reserves of foreign 
gold bills and notes accepted under the 
gold-exchange system. Recently the gold 
cover of the lira was reported at ap- 
proximately 48 per cent. 

For the first three months of the pres- 
ent year the trade deficit—imports over 
exports—stood at 733 million lire, com- 
pared with 435 million for the like 
period in 1933. 
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and more of experience and familiarity with local business conditions have placed our organization in an 
exceptionally favorable position to undertake commercial banking, fiduciary and trustee business of every 
description in a country which, like the Philippines, is developing rapidly and offers considerable oppor- 
tunities to the foreign importer, merchant and investor. 


We solicit the agency and collection business of foreign Banks. 


CHINA 


From the report of the general man- 
ager of the Bank of China, submitted at 
the annual meeting of shareholders, April 
14, the following information is ob- 
tained regarding the operations of the 
bank and other matters: 

The general policy of the bank in- 
cluded a reduction of interest rates on 
deposits to discourage unnatural inflation 
of credit, and a reduction of interest 
rates on loans aimed to lighten the bur- 
den of industrialists and merchants. Fur- 
ther, the bank established additional 
branch offices in the hope of causing a 
flow of capital into the interior, and 
also increased the number of its ware- 
houses to assist the movement of com- 
modities and help finance the rural dis- 
tricts. The total amount of the bank’s 
loans to domestic industry in 1933 was 
$42,455,468, an increase of more than 
10 per cent. as compared with 1932, and 
of 36 per cent. as compared with 1931. 
During last year forty-four new offices 
were opened, giving a present total of 
181 in China. Loans of the bank in- 
creased in the last year by more than 
$28,000,000, 35 per cent. of the in- 
crease being in the commercial ports and 
65 per cent. in the interior. The rate 
of interest on loans was reduced by 2 
or 3 per cent. 

For the last twenty years China has 
had an annual adverse balance of visible 
trade, but this has been more than offset 
by invisible exports, so that there has 
been a net import of silver. In recent 
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years large amounts of gold have been 
exported from China, but not until 1933 
was there a net export of silver, amount- 
ing to over $14,000,000. 

Because of the difficulty of correcting 
China’s excess of imports there is a dan- 
ger of the continuance of silver exports, 
especially if the silver price in New 
York is maintained or enhanced. For- 
merly the rise and fall of silver prices 
influenced only the !evel of commodity 
prices in China, but now it directly af- 
fects the amount of the country’s silver 
holdings. The year 1933 seemed to 
mark the beginning of silver. exports 
from China, but in reality this process 
has been going on for a period of years. 
For over ten years there has been a con- 
tinuous drain of silver from the interior 
to Shanghai. Silver stocks in Shanghai 
increased in 1931 by $50,000,000, in 
1932 by $126,000,000, and in 1933 by 
$109,000,000. In 1931 silver to the 
value of only $45,000,000 and in 1932 
$24,000,000 was imported into China 
from abroad. 

In view of the arguments that are 
sometimes advanced in support of the 
policy of silver enhancement it seems 
necessary to point out that the purchas 
ing power of China in foreign markets 
depends not upon the establishment of 
an artificially high price for silver but 
upon the volume and price of the goods 
which China is able to sell in other 
countries. Until there is a greater de- 
mand for China’s export products, and 
the market price of such goods is higher, 
China’s ability to purchase foreign man- 
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uiactured goods must necessarily be 
limited, and it is no solution for this 
situation when other countries create by 
legislation a higher price for silver. 


BELGIUM 


As part of a plan to improve the com- 
petitive position of Belgian industry the 
discount rate of the National Bank was 
recently reduced from 3!/, to 3 per cent., 
the other banks being counted on to 
make reductions in their rates. Other 
points in the government’s deflation plan 
are the reduction of public expenditures, 
a stricter control of the granting of un- 
employment indemnities, and a revision 
of the income tax system to include a 
greater number of taxpayers. Workers 
are being asked to accept wage reduc- 
tions, as part of the plan, but with little 
success. 

TURKEY 


The Monthly Circular of the Ottoman 
Bank states: 

The Turkish government has sub- 
mitted the draft budget for 1934-35 to 
the Grand National Assembly.  Esti- 
mated receipts and expenditure compare 
as follows with those of the budget of 
the preceding year: 


Draft Budget, 
1934-35 
Ltgs. 
173,800,000 
173,780,727 


Budget, 
1933-34 
Ltgs. 
170,477,000 
170,474,794 


Receipts 
Expenditure .... 





“195273 


+2,206 


On the basis of the revenues collected 
during the first nine months, receipts for 
the year 1933-34 will only amount to 
Ltgs. 163,000,000 instead of Ltqs. 170,- 
477,000 estimated. This reduction of 
about Ltgs. 7,500,000 is caused by the 
fall in the customs and monopolies re- 
ceipts, and revenue from the cattle tax. 
This decrease is only partially compen- 
sated by the increase in certain other 
revenues, such as the sugar tax, crisis 
tax, the tax “d’Equilibre” and govern- 
ment forests. 

The expenditure for 1934-35 is esti: 


mated at Ltgs. 173,780,727 and the gov- 
ernment has decided, in order to meet 
the deficit in present resources, to create 
new sources of revenue. With this ob- 
ject, five draft laws have been presented 
to the Grand Assembly covering, apart 
from the alterations in the tax on profits 
already voted, the following new fiscal 
arrangements: 

(a) Suppression of the exemptions 
included in the law of the tax on trans- 
actions. 

(b) Increase in the tax on the con- 
sumption of sugar. 

(c) Increase in the tax on electricity 
and gas. 

(d) Creation of a petroleum mo 
nopoly. 

As a result of these measures, and tak- 
ing into consideration certain anticipated 
increased revenues, the government 
hopes to see a total increase in receipts 
of Ltgs. 13,923,000. 

UNION OF SOUTH AFRICA 

Although the economic situation has 
not been characterized by major de- 
velopments, activity is quite general and 
the outlook is considered hopeful. Gov- 
ernment revenue is running relatively 
high and public financial conditions are 
considered better than they have been 
for a number of years. The railways 
continue to show increased activity. Un- 
employment still remains a problem but 
is being relieved to some extent by in- 
creased building and construction work, 
together with the much better crop con- 
ditions obtaining in agricultural districts, 
and governmental and municipal relief 
schemes. Salary and wage levels have 
not increased appreciably but there is 
decided improvement in the stability of 
income of the average employe. 

The gold mining industry has con- 
tinued to experience a high level of ac- 
tivity. The general business situation is 
encouraging. Wholesalers in most sec- 
tions of the country are enjoying. in- 
creased demand, while retailers are also 
experiencing somewhat better business, 
although there is still some lag in this 
field as compared with other commercial 
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and industrial activities. The engineer- 
ing industry, being closely allied to the 
mining industry, has been busy and many 
other secondary industries also show im- 
provement. Credit conditions remain 
easy. Banking and foreign exchange 
movements have been normal. Unem- 
ployed balances in commercial banks and 
in the South African Reserve Bank have 
decreased with heavier seasonal demands. 
The automotive trade, regarded as an 
index of general economic conditions, has 
had good demand in almost all sections 
of the country, with country buyers also 
showing a slight but definite advance. 
Many farmers are working under ac- 
cumulated debts, but interest reductions, 
subsidy payments, government relief 
schemes and good wool prices have con- 
tributed to a more healthy financial situ- 
ation. The latter, together with brighter 
crop prospects, has brought a spirit of 
optimism not known in the country dis- 
tricts for several years. These develop- 
ments have also been reflected in in- 
creased demand for various farm im- 


plements and equipment and in the 
heavier stocks carried by country store- 


keepers. Department store sales have 
been reported at higher levels. Favor- 
able farming conditions have prevailed 
in most sections of the country, the ex- 
ception being some areas in northern 
Transvaal and in Natal. 


FINLAND 


In the Quarterly Review of the Nor- 
diska Foreningsbanken for May there is 
an extended review of “Funded Credit 
in Finland.” Speaking of the redemp- 
tion of debt, the concluding portion of 
this article says: 


“To illustrate the extent to which 
actual redemption has taken place it may 
be mentioned that in the course of the 
last three years bonds in foreign cur- 
rency have been redeemed for nominally 
480 million marks, and that the banks, 
insurance companies and funds have in- 
creased their holdings of Finnish bonds 
issued in foreign currency by nominally 
about 100 million marks, in addition to 


which others have also purchased some 
bonds from abroad. In judging this re- 
duction of debt it should be noted that 
within a very short space of time—the 
last four years—Finland has besides re- 
deemed over 3100 million marks of her 
short-term indebtedness, i. e., she has 
paid the whole of the net indebtedness 
which amounted four years ago to 3100 
million marks nominal value. 

“Our foreign long-term indebtedness 
thus amounted to about 5800 million 
marks at the end of 1933. By continued 
purchases of Finnish bonds from abroad 
this indebtedness has been reduced ap- 
preciably this year, too.” 


NORWAY 


Through co-operation with a number 
of insurance companies and some of the 
large city savings banks, the government 
has succeeded in raising a loan of Kr. 
40 millions at 4 per cent. interest. The 
amount of the loan will be set aside as a 
fund to assist farmers, who will be of- 
fered occasion to convert their second 
mortgage loans at the same interest rate 
as paid by the government for the above- 
mentioned loan (4 per cent.). The na- 
tional accounts for the first three quar- 
ters of the current budget year show a 
surplus of Kr. 11.213.000,00 as compared 
with a deficit of Kr. 21,2 millions for 
the corresponding period of the previous 
year. The causes of this improvement 
are partly to be found in improved re- 
ceipts, such as quicker collection of in- 
come and capital taxes, and increases in 
the amounts collected as taxes on the sale 
of wines and tobacco, and on the pro- 
duction of hard liquor. The accounts 
of the postal and telegraph departments 
both show surplus instead of an antici- 
pated deficit. The principal reduction 
in expenditures is shown in connection 
with the foreign loan services, where the 
estimated exchange loss has been reduced 
by Kr. 6 millions. 

The satisfactory figures of the trade 
balance have greatly contributed towards 
the stability of the exchange value of 
the krone. There are, however, definite 
signs of an increasing tendency in im- 
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ports. The purchasing power of the 
public has improved, and in many fields 
a considerable confidence in the future 
is noticeable. The price level remains 


stable, with a slight tendency to increase. 


DEN MARK 


From the Monthly Review issued by 
Den Danske Landmandsbank it is learned 
that agricultural exports from Denmark 
for the first quarter of 1934 were 6,000,- 
000 crowns less in value than for the 
corresponding period of last year, but 
as there was a considerable decline in 
the value of imports of raw material, 
the excess of exports was 159,000,000 
crowns, or about the same as for the 
first quarter of the preceding year. From 
the peak of 140,100 unemployed in Jan- 
uary, the number had declined to 95,700 
at the beginning of May. Deposits in 
both the commercial and savings banks 
are increasing. 


HOLLAND 


The Monthly Review of the Rotter- 
damsche Bankvereeniging comments as 
follows on the success of the recent con- 
version plan: 

The great loan conversion of the 
Dutch government has reaped the full 
success generally expected. Of the fls. 
900,000,000 4 per cent. bonds isgued, 
subscriptions were received for fls. 748,- 
776,600 on behalf of old bondholders. 
The cash subscriptions amounted to fls. 
156,228,600, making the total sum ap- 
plied for fls. 905,005,200. The sub- 
scriptions of the holders of the old loans 
were allotted in full and the same was 
done with the free subscriptions of 
private parties, the allotments of sub- 
scriptions by government funds and gov- 
ernment institutions, however, being 
somewhat reduced. 

So the largest financial transaction of 
the Netherlands which included fully 
one-third of the total Dutch government 
debt is now a thing of the past. The opin- 
ion has been expressed in financial circles 
that, if three-quarters of the ioans called 
for redemption were deposited for con- 


version the issue could be considered 
quite a success. But as a matter of fact 
the bonds deposited for conversion were 
about 10 per cent. more. That this 
figure was not still higher is due to the 
fact that the loans called for redemption 
had been bought by several financial in- 
stitutions as a short-term capital invest- 
ment and when due are surrendered for 
payment. This, however, means that at 
least for part of these sums thus repaid 
new investments must be found, which 
should tend towards still further in- 
creasing the firmness of the market for 
investment stocks. No doubt this suc- 
cessful conversion will also be conducive 
to a further cheapening of the money 
rates in general and to the reduction of 
the expenses of different enterprises in 
particular; this was in effect the indirect 
aim of the government, besides the im- 
mediate purpose of relieving the pressure 
of the national debt upon the taxpayers. 


ARGENTINA 


The First National Bank of Boston 
has received the following report from 
its branch in Buenos Aires, Argentina, 
dated May 29, 1934. 

The government has announced an- 
other debt conversion, this time of two 
old sterling loans bearing 5 per cent. in- 
terest and 1 per cent. annual accumula- 
tive amortization. One is so-called 
municipal loan of 1909 (law 5296) or- 
iginally issued for £2,976,180, due in 
1946, with a present circulation of 
£1,227,740 and annual service of £178, 
571. The other is the irrigation loan of 
1913 (law 6546) issued for £1,223,153, 
due in 1949, present circulation £765,- 
800 and annual service £73,389. The 
new bonds will carry 41/4 per cent. in- 
terest and 14 per cent. amortization, 
with maturity in 1986, and will be con- 
verted by the bankers at 90 for a total 
of £2,300,000, with an annual service 
of £115,000. This means a yearly budget 
reduction of about £137,000 or m$n 
1,725,000 at the present official buying 
rate of 15 paper pesos to the pound. 
The favorable trade balance in April of 
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April, 1934 
Pesos 
9,000,000 

2,468,000,000 


Liabilities failures 
Bank clearings 


m$n 13,536,127 was lower than the 
figure of m$n 19,863,122 for April, 
1933. 

The April combined bank statement 


INTERNATIONAL 


Union BANK oF SCOTLAND (Glasgow). At 
the one hundred and fourth annual general 
meeting of shareholders, May 9, the directors 
submitted to the shareholders a statement of 
profit and loss account as below: 


Profit for the year, after pro- 

viding for rebate of inter- 

est and making appropria- 

tions towards bad and 

doubtful debts £311,107 12 3 
To which is to be added bal- 


ance from last year 


111,613 18 0 


Making altogether £422,731 10 3 
Applied as follows: 
Bank offices .....d £10,000 
Heritable property 
yielding rent 


Contingencies 


10,000 

50,000 
£70,000 
Dividends at the rate of 18 per 

cent., which together with income 

CUM. QUOUEE WO ose nk 60 kw cp wed £216,000 
To pensions and allowances fund 25,000 
Balance carried forward 


The reserve fund of the bank now stands 
at £1,800,000. Market value of assets on 
April 2, 1934, was in excess of the amount 
at which they stand in the balance sheet. 


OSTERREISCHISCHE CREDIT-ANSTALT FUR 
HANDEL UND GEWERBE (Vienna). At the 
seventy-seventh general meeting of sharehold- 


March, 1934 
Pesos 
13,426,000 

2,150,000,000 


April, 1933 
Pesos 
27,653,000 
1,805,349,000 


shows deposits down 9,000,000, loans up 
3,000,000 pesos, cash down 19,000,000 
pesos, and a cash reserve of 21.7 per 
cent. 


BANKING NOTES 


ers, May 25, a report was presented show- 
ing profits of 616,420.09 schillings at the 
close of 1933. 


GuarRANTY Trust CoMPANY (of New York). 
Announces the appointment of Richard G. A. 
Steel as assistant manager of its Pall Mall 


ofhice, London. 


IMPERIAL BANK OF PeErsIA (London).  Di- 
rectors recently declared a dividend of seven 
shillings per share plus a bonus of two 
shillings a share for the year ended March 20. 


BarcLAY’s BANK (Canada). Allan A. Ma- 
gee has been appointed vice-president of this 
bank, and Charles A. Dunning, former Min- 
ister of Finance, has been chosen a director. 


BANK OF MONTREAL. Arthur B. Purvis, 
president and managing director of Ca- 
nadian Industries, Ltd., has been named as 
a director of the Bank of Montreal. 


BarcLay’s BANK (D. C. & O.). The board 
of directors of Barclay’s Bank (Dominion, 
Colonial and Overseas) have declared interim 
dividends for the half-year ended March 31, 
1934, at the rate of 8 per cent. per annum 
on the cumulative preference shares and at 
the rate of 44 per cent. per annum on the 
“A” and “B” shares, subject to the deduc- 
tion of income tax at the rate of four shillings 
in the pound in all cases, payable on July 16, 
1934. 
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Current Conditions in Canada 


of the Bank of Montreal (June 7) 

the serious crop conditions which 
were developing east of the Rocky 
Mountains owing to unusually dry 
weather, accompanied by a heat wave, 
have been changed for the better, so far 
as the prairie provinces are concerned, 
by heavy rains over most of the western 
plains. These rains have alleviated de- 
terioration from drought, heat and high 
winds and have checked grasshopper in- 
roads, improving the general situation, 
which was becoming critical over the 
southern portions of the three provinces. 
In Quebec Province warm weather and 
rain are badly needed to promote 
growth. As a whole spring operations 
have been carried out under favorable 
conditions and in general the acreage 
planted is larger than was the case last 
year. In Ontario seeding of spring 
grains has been completed, but owing 


Sern ag to the crop report 


to an insufficiency of moisture growth 
has been retarded. In all districts rains 
are urgently needed. In the maritime 
provinces the season is a week or so 
late, and there also rains with warm 
weather are required. In British Colum- 
bia growth has been rapid under favor- 
able conditions, and crops continue to 
be about three weeks earlier than usual. 
WHEAT AND OTHER CANADIAN CROPS 

Dealing with the minor crops of 
Canada in its June letter, the Royal 
Bank of Canada says that by many 
people outside of Canada, wheat is con- 
sidered the only important item of 
Canadian agricultural production. To 
those having this impression, it may be 
a matter of considerable surprise that 
less than half the farmers of Canada 
raise wheat and that between 1925 and 
1929 only about 25 per cent. of the 
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total agricultural revenue was derived 
from that source; in 1933 this propor- 
tion was reduced to 16 per cent. 

The gross value of Canadian agri- 
cultural production in 1933 was officially 
estimated as amounting to $762,000,000. 
Of this total only $123,000,000 was de- 
rived from wheat. Between 1925 and 
1929 the gross agricultural revenue of 
Canada varied between $1,600,000,000 
and $1,900,000,000 and the average re- 
turn from wheat in those years was 
$435,000,000. 


GENERAL BUSINESS CONDITIONS 


Discussing general business conditions 
the Monthly Review of the Bank of 
Nova Scotia says: 


“Considering the still depressed state 
of agriculture, conditions in urban in- 
dustry may be described as surprisingly 
buoyant. Activity in manufacturing in- 
dustries was well maintained during the 


first quarter of the current year. The 
expansion, both in the volume of output 
and in the size of the working force, 
which usually occurs from the begin- 
ning to the end of the quarter, was of 
slightly more than seasonal proportions. 
The direction of trend may be conserva- 
tively gauged by the movement of this 
bank’s seasonally corrected index of em- 
ployment in the manufacturing indus- 
tries, which rose by more than 2 per 
cent. from January 1 to April 1. In 
addition, the working force in these in- 
dustries during the quarter was 12 per 
cent. larger than the number employed 
during the first quarter of 1933. 

“One of the most striking develop- 
ments in the manufacturing field was 
the improvement in the automobile in- 
dustry. Stimulated by a marked expan- 
sion of both export and domestic de- 
mand, production during the first quarter 
reached the highest level recorded in 
any first quarter since 1931. The num- 


ber of machines produced was 29,655, 
a figure more than 120 per cent. larger 


than that for the corresponding period 
last year. Exports amounted to 10,403 
during the first quarter, representing an 
increase of 300 per cent. as compared 
with the figure for the first quarter of 
1933, and the largest figure for any 
quarter since 1930. While the upturn 
in domestic sales is less striking, it is, 
nevertheless, substantial, amounting to 
at least 30 per cent. 

“Reflecting improvement in the auto- 
motive field, as well as in other in- 
dustries, the production of steel ingots 
and castings during the first quarter 
reached the highest level since the early 
months of 1931. Output of pig iron, 
while substantially higher than that of 
the corresponding period last year, 
showed a marked decline as compared 
with the figure for the last quarter of 
1933. Taking the iron and steel in- 
dustry as a whole, however, and making 
allowance for seasonal changes, it ap- 
pears not only that the situation during 
the first quarter of 1934 was better than 
that of the last quarter of 1933, but also 
that improvement is continuing. 

“Activity in the textile industry has 





CURRENT CONDITIONS IN CANADA 97 


been well maintained. Judging by the 
size of the working force, it appears that 
conditions were considerably better dur- 
ing the first quarter of 1934 than at 
any time during the past two years. 
Production of boots and shoes has shown 
a more than seasonal increase from the 
beginning to the end of the first quarter. 
In the rubber products industry, too, 
there has been a sharp improvement. 


Manufacturers of wood products, to- 
gether with base metal producers have 
made the greatest contribution to the re- 
covery movement. Throughout the 
Dominion, but particularly on the At- 
lantic and Pacific coasts, there has been 
a sharp improvement in the lumber busi- 
ness. Improvement in construction in- 
dustries was an important factor in the 
general upturn in business conditions.” 


LETTER TO THE EDITOR 


THOSE HIGH SALARIES 


Editor, THE BANKERS MAGAZINE: 

In last month’s issue you quoted from 
an editorial in the Decatur, Ill., Herald, 
commending the mutual savings bank 
idea and praising their trustees for 
serving without pay. The editor points 
out that stockholders in other industries 
“may be entitled to wonder whether or 
not the high-salaried director is a luxury 
that can be dispensed with.” 

While the writer yields to no man 
in his sincere admiration for our mutual 
savings banks and the highly efficient 
manner in which they have been admin- 
istered, I feel that it is not fair to give 
the impression that high caliber men can 
be expected to give of their time and 
energy for nothing. Being a trustee is 
one thing and being an executive officer 
is quite another. Many men of ability 
and high integrity are willing to serve 


as directors of institutions that they feel 
serve a useful and needed community 
purpose. To do so means a certain 
sacrifice of time, to be sure, but meet- 
ings are not so frequent as to interfere 
with other duties. Serving as an execu- 
tive ofhcer, however, is quite another 
matter, and we venture to say that in 
order to recruit able men to administer 
our large savings banks these institutions 
must offer salaries at least as high as 
those offered by other types of institu- 
tions which require the same efficiency 
of management. 

Able and conscientious bank officers 
who devote their time exclusively to 
their banks are worthy of their hire, and 
a reasonable salary is justified from every 
point of view. 

In most cases directors serve not for 
remuneration but for the opportunity 
of performing a community service. 


OBSERVER. 


STRONG CONDEMNATION OF WAR 


Ir we believe that war is an inevitable product of human nature 
we must jettison all faith in humanity and write mankind down 
as hopelessly wicked and insane, for war is in essence admitted 
to be bad and mad. We know that it settles nothing; it is at 
once inexpressibly cruel and utterly futile; and, whatever doubts 
there may be about the form that another war would take, it is 
almost certain that the destruction of life and property would be 
such as to destroy ordered society and swallow civilization. In 
the last war the belligerents of Europe lost 7,500,000 men, and 
after the war half of them lost their liberty. Let one more war 
of comparable size break out and be fought with the weapons of 
today or of ten years hence, and nothing that makes life worth 
living is likely to survive. The lesson is there. If we do not learn 
it, we perish—The Economist, London. 





REVIEW OF THE MONTH 


A SURVEY OF BANKING AND ECONOMIC CONDITIONS AS 
REVEALED IN MONTHLY TRADE LETTERS 


UNE witnessed some recession from 
the pace of recovery experienced in 
the earlier months of the year. Part 
of this slowing down has been at- 

tributed to a seasonal decline, due with 
the approach of mid-summer, and part 
to a natural decline in the somewhat ex- 
cessive rate of progress in evidence for 
some time. A marked falling off in the 
production of steel—from 60 to 48 per 
cent. of capacity—has been ascribed to 
a special cause, the increased activity 
caused by fears of a general strike in 
the industry, fears now happily dissi- 
pated. 

The present situation is well described 
as being of a mixed character. There 
are some signs of a distinctly encourag- 
ing aspect. Car-loadings and power 
production continue to rise; the market 
for municipal bonds is displaying de- 
cided strength, after a period of long 
stagnation; many corporations, includ- 
ing some of the railways, are showing 
marked gains in net earnings; business 
failures are at a low point, and bank 
clearings, outside of New York, are in- 
creasing. 

This is part of the pleasant side of 
the picture. It has some less promising 
aspects. There is considerable opinion 
to the effect that the third quarter of 
the year, on which we have just en- 
tered, is likely to be one of further de- 
cline in production and trade—a dull 
period from which recovery will not 
take place until the beginning of the last 
quarter of the year in October. 

The opinion cited is not without some 
support from the facts of the situation. 
On the New York Stock Exchange, 
measured by the volume of transactions, 
sluggishness prevails; a deficit of $3,- 
389,000,000—though only about half 
that contemplated in the President's 
budget message—with the public debt 


at record figures; considerable evidence 
of consumer resistance to higher prices; 
unemployment still widespread; disturb- 
ance to confidence on account of silver 
legislation—these are some of the fac- 
tors furnishing shade to the brighter side 
of the picture. 

Those who believe that higher prices 
are essential to recovery will take satis- 
faction in the fact that on June 16 
wholesale commodity prices reached the 
highest point since April, 1931. Here 
one encounters two diametrically op- 
posite views, one holding that restricted 
output and higher prices are desirable, 
another that more things at lower prices 
are essential to recovery. The first of 
these views is the one evidently animat- 
ing public policies. 

Perhaps the element in the situation 
that causes greatest concern is that re- 
lating to the healthful or non-healthful 
character of the recovery that has taken 
place. This question was thus pertinently 
raised in a recent issue of the New York 
Journal of Commerce: 


“The country at large has been living 
in part on credit—mostly Federal Gov- 
ernment credit during the past year. As 
a result, it has had more to spend, and 
so has enjoyed a surface appearance of 
well-being. However, there is a limit to 
the process of living partly on borrowed 
funds, as so many individuals have 
learned in recent years. Accordingly, 
the cost of recovery will be clearer when 
we as a nation have ceased to depend 
upon Federal borrowing, and when the 
debts incurred for the recovery already 
enjoyed have been repaid.” 


Upon the action of the patient, once 
artificial stimulation has been removed, 
much depends. This is a matter to be 
determined later. 





Students of Banking Hold Annual Meeting 


Washington Convention of the A. I. B. One of the Most Suc- 
cessful in History 


HEN the junior bankers of the 

\X/ United States get together for 

their annual A. I. B. conven- 
tion, as they did in Washington, D. C., 
last month, they have dozens of matters 
to discuss. For these are the men who 
are concerned with the detailed opera- 
tion of banks. They are interested not 
only in the large problems of maintain- 
ing public confidence, keeping the bank 
liquid, and combating unwise legislation, 
but also in the detailed questions of 
what is the most efficient way to re- 
ceive and record deposits, what is the 
best equipment, how to investigate a 
borrower, how a budget system operates, 
the best way to analyze accounts, what 
to do with the real estate the bank finds 
on its hands, successful plans for get- 
ting new business, and the like. 

Thus where most conventions have 
only four or five meetings, the thirty- 
second A. I. B. convention on June 11- 
14, 1934, had eight departmental con- 
ferences without counting five confer- 
ences on chapter administration, debates, 
public relations, women in banking, and 
public speaking. In addition there was 
a public speaking contest, a debate and 
two business sections. 

Where the average convention has a 
score of addresses, the A. I. B. conven- 
tion this year managed to pack in some- 
thing like four times that number. This 
is made possible by holding several con- 
ferences at the same time, each delegate 
selecting for himself the conference which 
he will attend. 

Naturally, to report completely so ex- 
tended a program would require more 
space than is available in this issue. It 
will be necessary to choose as the dele- 
gates do, and to report, in as condensed 
form as possible, those addresses which 
are likely to be of interest to the largest 
number of readers. 

We start, therefore, with the first 


business session on Tuesday morning, 
June 12, although the convention prop- 
erly began the preceding day at noon. 
The A. I. B. being primarily an edu- 
cational institution, one immediately 
thinks of this session as the morning as- 
sembly for the opening exercises, an- 
nouncements, and perhaps a few words 
of inspiration before the studies begin. 
It was very much like that. There was 
community singing, the invocation, greet- 
ings, communications, reports. Then 
came the feature address of the session, 
on “Character in Business” by Dr. Fran- 
cis P. Gaines, president, Washington 
and Lee University, Lexington, Va. Dr. 
Gaines explained that he had chosen this 
as “the most important topic I can im- 
agine.” Character is, for business and 
for life, “the most valuable advertising, 
the most precious asset, the one indis- 
pensable capital.” 


WHAT CHARACTER IS 


There is no need, said Dr. Gaines, to 
argue the value of character. Nearly 
everybody will grant that. There is 
need, however, for a clearer understand- 
ing of what character consists of. It 
was to this that he addressed himself. 

Honesty is one of the components of 
character. Not simply the honesty of 
dollars and cents but the basic honesty 
which consists of “adequate respect for 
the possessions of others” which in- 
clude many precious things other than 
money. 

“The capitalist who utilizes unfairly 
the labor of a great crowd of people 
simply because the dependence of those 
people has put them at his mercy is dis- 
honest,” said Dr. Gaines, “however 
rigidly he may observe the promised 
wage scale. The citizen who treasures 
in his heart a measure of prejudice be- 
cause of the differentials of human life, 


99 





100 


the member of the majority group who 
is intolerant of the views of the minor- 
ity—such men exhibit a subtle dis- 
honesty. For the innate privileges of 
other men, their freedom of thought, 
their liberty of opinion, these things, too, 
are among humanity’s priceless posses: 
sions; and he who manifests disrespect 
for these things has indicated a deficiency 
of integrity as real, if not as dramatic, 
as he who would handle wrongfully 
their money.” 

Another of the elements of character 
is “an inner force which enables a man 
to carry out a worthy purpose after the 
mood in which that purpose was born 
has passed away. The man of character 
is that man who develops a resolution 
or fortitude which enables him to achieve 
his own best intentions.” He is not 
checked by ordinary laziness, or by the 
subtle laziness of diffused effort (start- 
ing half a dozen programs and finishing 
none of them), or by the delicate evasive 
laziness which always finds another task 
that ought to be done when confronted 
with a hard job. “In the world of af- 
fairs the successful man, barring the 
lightning play of luck, is the man who 
takes advantage of life’s high moments 
to formulate his program and who then 
develops character sufficient to sustain 
infallibly these purposes of nobility.” 

In this patient endeavor it is especially 
important if a man “can lift before him- 
self the most exalted of all ambitions 
and yet can discipline himself with 
patience and fidelity to the details of 
the next step in his program.” This 
means, Dr. Gaines explained, keeping 
the presidency of the bank in view as 
the ultimate objective (if that be the 
objective), but qualifying oneself to take 
the next opening just above one that 
may present itself. 

Finally “one of the significant attri- 
butes of character lies in the zone of 
our relations with other people. . . . It 
is a definite weakness of character if a 
man lacks the spirit of co-operation, the 
grace of courtesy, the temper of give 
and take which guarantee effective mem- 
bership in a group. 

“But character in this respect goes 


THE BANKERS MAGAZINE 


much further. The final achievement 
of strong character is a capacity delib- 
erately to deny one’s personal ambitions 
for a social end. To sacrifice personal 
comfort or desire to the welfare of one’s 
family, one’s guild, one’s community, 
one’s nation—this is the calisthenics of 
character, exhibiting the attained 
strength, constantly perfecting larger 
power. 

“For the end of character is the con 
fession and the discharging of obliga- 
tion. It may strengthen us for this task 
if we remember that obligation does rest 
upon us, that all of us have reached a 
given level of achievement not exclu- 
sively or even largely through our in’ 
dividual effort, that the high privileges 
of life have usually been brought us by 
devoted hands of others.” 


AUDITS AND ACCOUNTING 


The opening exercises finished, the 
convention divided into its departmental 
conferences which were held the after- 
noon of June 12, and both morning and 
afterncon of June 13. First on the list 
(alphabetically) was the conference on 
“Audits and Accounting.” We deem 
it of little value to list simply the titles 
of addresses and speakers’ names unless 
we are able to report something of what 
they said. Accordingly we shall men- 
tion only those addresses which we 
quote. 

In speaking on “The Accrual Sys 
tem—Its Administration—Has It Stood 
the Test?”, Thomas G. Boggs, auditor 
Stock Yards National Bank of South 
Omaha, Omaha, Nebraska, began with 
a definition: 

“The accrual system of accounting is 
based upon the principle of adding to 
earnings each day that portion of in 
come earned during that day, whether 
actually received then or later; and like- 
wise increasing total expenses each day 
by the amount chargeable against that 
day, whether actually paid then or later, 
and setting it up as a reserve out of 
which payments are to be made.” 

Its principal advantage, he said, i 
apparent from this definition; it make 


S 
Ss 





THE BANKERS MAGAZINE 


it possible for the management to see 
daily increases or decreases in the various 
earnings and expense accounts, and thus 
to amend policies or correct conditions 
before they get too far out of line. 

The accrual system has a disadvan- 
tage, too, in that income is carried to 
the profit account before it is actually 
received. Sometimes it is not received, 
and then there is trouble. This can be 
prevented by trying “to keep out of 
accruals the income from all doubtful 
assets, and if there is still any question 
in the matter, by setting up reserves to 
cover the contingency.” 

Mr. Boggs told of sending out a let- 
ter to some 42 auditors in other banks 
asking their experience with and opinion 
of the accrual system. The replies in- 
dicate, he reported: 


“That where the accrual system has 
been adopted and properly administered, 
it has proved entirely satisfactory, and 

“That it represents a long step for- 
ward in bank accounting and is unques- 
tionably with us to stay.” 


Ralph L. Watters, advertising man- 
ager, Lincoln Bank and Trust Company, 
Louisville, Ky., who spoke on “Machine 
Systems in Some Banking Departments,” 
began with a description of the machines 
most commonly used, and traced their 
growing use as account analysis has 
grown more important. Speaking, then, 
of more recent developments in the field 
of bank machinery he said: 


“During the past few years the Na- 
tional Cash Register Company has en- 
tered the field of bank bookkeeping ma- 
chines and both that company and the 
Burroughs Adding Machine Company 
have during the past year or so brought 
out machines that have facilities for 
tabulating the float and listing the num- 
ber of various kinds of items such as 
checks drawn against the account and 
checks deposited in the account. These 
machines also do everything the earlier 
models did and in addition they carry 
the total of debits and total of credits 
posted and a total of new balances, and 
create a carbon journal sheet of all 
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postings which is of considerable aid in 
proving balances. . 

“Photographic equipment has been 
introduced into bank work in the past 
few years. It is used by transit depart- 
ments for making records of items 
handled, in the bookkeeping department 
for making what is the equivalent of a 
journal of checks charged to customers’ 
accounts, and in making copies of cus- 
tomers’ statements. These photographic 
copies become the permanent records of 
the bank, thus eliminating the machine 
posted ledger sheet.” 


EQUIPMENT—EARNINGS—LIQUIDITY 


The addresses before the conferences 
on “Bank Administration” ranged over 
a wide field. Elmer W. Pollock, vice- 
president, the First National Bank and 
Trust Company, Tulsa, Oklahoma, spoke 
on “Basic Factors in Selecting Equip- 
ment.” One of the important points to 
determine obviously is whether the 
equipment is really needed. To this end 
Mr. Pollock suggested that the prospec- 
tive purchaser ask himself the following 
questions: What work is to be done? 
Is it necessary? Can the work be simpli- 
fied? Can it be spread? Can it be done 
in another department? Is the need for 
the new equipment permanent or tem- 
porary? What benefit will result from 
the equipment? 

He suggested that, when possible, 
simple, standardized machines made by 
a responsible manufacturer should be 
given preference and urged buying value 
not price. At the end of his address 
Mr. Pollock stated that in making selec- 
tions of equipment he uses a rating ques- 
tionnaire, a copy of which he will gladly 
send to anyone interested. 

It was a long leap from the prosaic 
subject of machines to “Liquidity and 
Earnings,” by Raymond E. Jones, vice- 
president, Bank of the Manhattan Com- 
pany, New York, N. Y., which imme- 
diately followed, The gist of Mr. Jones’ 
remarks can be summed up in a few 
paragraphs: 


“In my opinion,” he said, “the ques- 
tion of liquidity has been carried to an 
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absurdity. Evidence of this can be 
found in the prices. which banks are 
paying for government bonds, many of 
which are selling at no yield and some 
actually at a minus yield, all in the hope 
that at maturity they will be redeemed 
by other bonds of reasonable yield.” 
The only trouble with liquidity is that 
“we have too much of it.” 

As for earnings, “About a year ago 
we calculated that our earnings would 
be materially increased by the reduction 
or omission of the payment of interest 
on deposits. We have since discovered 
that we were much too optimistic. The 
desired results have not been produced 
because the net earnings of our pro- 
ducing assets have continued to fall be- 
cause of the lower yields we have re- 
ceived on our investments—short term 
paper and commercial loans.” 

One way of bolstering up earnings, 
Mr. Jones said, is by the diplomatic in- 
troduction of service charges. Eventually 
earnings will be restored by reviving 
business which will push up interest 
rates. 


BUSINESS DEVELOPMENT AND 
ADVERTISING 


In the conference on “Business De- 
velopment and Advertising,” Stephen H. 
Fifield, assistant vice-president, the Bar- 
nett National Bank, Jacksonville, Flor- 
ida, speaking on “Public Opinion and 
Your Empleyes,” told of the establish- 
ment of an honor roll in his own bank 
which is posted on the bulletin board 
twice a month and carries the names 
of those employes who secure new busi- 
ness for the bank or assist in keeping 
certain depositors satisfied. As a result 
he reported that “last year and the year 
before that every employe in the bank 
produced some new business.” 

Speaking on “The Value of Co- 
operative Effort in Bank Public Rela- 
tions,” L. A. Chambliss, assistant vice- 
president, Fidelity Union Trust Com- 
pany, Newark, N. J., urged that banks 
“get behind a program which gives’ the 
Federal Reserve such legislation as it 
needs to rediscount various bank assets, 
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to control openings and closings of banks, 
and to assume the functions of the tem- 
porary governmental agencies which 
were conceived and set up to stem the 
tide of panic. Let us urge that the 
Federal Reserve System be taken out of 
politics.” 

Mark Byron III, director of advertis- 
ing and new business, Passaic National 
Bank and Trust Company, Passaic, 


N. J., told the conference that “Today’s 
Advertising Objectives” are two: 


1. To prove decisively that private 

banking is better than government 
banking. 
To prove that bankers are just as 
human as men in any other line of 
business and .that they value the 
friendship and esteem of those with 
whom they come in daily contact. 


EXCHANGE SEEN DISAPPEARING 


Delegates who elected to attend the 
conference on “Deposit Functions” 
heard discussions on the legal and prac- 
tical aspects of the bank collection code, 
the method and necessity of analyzing 
depositors’ accounts, and methods of 
handling deposits by the block-proof 
system. C.C. Armfield, assistant treas- 
urer, Wachovia Bank and Trust Com- 
pany, Winston-Salem, N. C., in speak- 
ing on “Application of Analysis, Ex- 
change and Service Charges,” made this 
comment on exchange and collection 
charges: 


“When the 1933 banking act is fully 
effective I do not doubt but that ex- 
change on checks will become a thing 
of the past; but we, no doubt will still 
have to pay, and rightly, exchange for 
the collection of notes, drafts, etc. I 
think this form of exchange is entirely 
justified as we all know that the handling 
of collection items is a very expensive 
operation. In fact, I doubt very much 
whether there is a collection department 
in the United States that is not a liability 
to the bank operating it simply because 
of the nature of the items which it at- 
tempts to collect—a large percentage of 
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which is not paid but must be returned, 
and in very few cases is there any com- 
pensation to the collecting bank for this 
service.” 


WHAT TO DO WITH REAL ESTATE 


Potentially one of the most interesting 
addresses of the whole convention was 
that of Albert C. Tosch, assistant secre- 
tary, Continental Illinois National Bank 
and Trust Company, Chicago, IIl., on 
“Real Estate Loans—Liquidation and 
New Financing,” delivered at the con- 
ference on “Investments and Investment 
Banking.” Almost every bank has some 
real estate that it has had to take over 
and is wondering what to do with it. 
And almost every bank has real estate 
loans which are difficult to know how to 
handle. 

The difficulty was explained, in the 
case of homes, by Mr. Tosch as the 
natural reluctance to deprive a man of 
his home which has a sentimental value 
in addition to its market value. In deal- 
ing with such loans, he suggested that 
the bank “look at this problem from 
the standpoint of the individual’s earn- 
ing ability to determine whether or not 
to continue with him in the hope that 
his ability to pay in the future will be 
better than it is today. There is, how- 
ever, the alternative income producing 
value of the building by renting it to 
someone else who can afford to pay a 
rental sufficient to carry the property. 
.. . Unless there is a general increase 
in earning ability a great number of 
home owners whose properties are en- 
cumbered for 50 per cent. of the value 
existing under peak prices will have to 
lose their homes. . . . 

“Income producing property does not 
present a personal problem in determin- 
ing the course to pursue, as our decision 
is based solely on the net income that 
can be derived from the property. In 
this class, however, we do encounter a 
problem of servicing or administer- 
Se 

“Once properties are acquired,” con- 
tinued Mr. Tosch, “I believe that for 
the present values are going to be de- 


termined by earning ability of individ- 
uals in the case of homes, and capitaliza- 
tion of income on income producing 
property, at least so until such time as 
properties carried in the hands of un- 
willing owners are absorbed. The ques- 
tion as to whether to sell properties on 
the present market or carry them until 
such time as the amount invested therem 
can be realized is a matter of personal 
judgment, and whichever policy you 
establish, the future alone will determine 
whether you are right or wrong.” 

In conclusion, Mr. Tosch expressed 
the opinion that the United States is in 
the loan business “to stay.” 


TRUST INVESTMENT PROBLEMS 


Speaking on this subject Walter Reid 
Wolf, vice-president, City Bank Farm- 
ers Trust Company, New York, N. Y., 
said that the first problem of a trustee is 
to determine what is a suitable trust in- 
vestment for the particular trust under 
his control. To do this it is necessary to 
define the objective of the trust, whether 
it is for the preservation of principal, or 
for a certain income. 

The next problem is “proper diversi- 
fication and continuous care and atten- 
tion not only in the shifting of the pro- 
portions of various securities but in the 
purchase and sale of the individual items 
themselves.” Mr. Wolf stated it as his 
definite conviction that “in order to 
achieve the best results a trustee should 
have in any given fund at all times 
some of practically all types of securities 
suitable for trusts, in varying propor- 
tions, should be ready and able to shift 
those varying proportions from time to 
time, and should at all times concentrate 
on the individual items which make up 
the portfolio.” 

One of the difficult problems is the 
application of the principle of diversi- 
fication to the average sized trust fund 
—say around $50,000. “During the past 
four years,” said Mr. Wolf, “a handful 
of trust organizations have been attempt- 
ing to give to the ‘average man,’ through 
various forms of commingled trust 
funds, this diversification. 
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“I believe definitely,” he continued, 
“that trust companies and trust depart- 
ments of banks should be authorized by 
law to have consolidated mutual trust 
investment funds. ...In order that 
such funds shall enjoy the fullest pos- 
sible confidence they should be limited 
to banking and trust corporations and 
be placed under the supervision of the 
banking authorities. . . . At the outset 
and until more experience can be ob- 
tained, a reasonable program would be 
to have such funds confined to legal 
investments for trust funds, regardless 
of the arguments in favor of including 
non-legal and equity investments in such 
a fund.” 
REHABILITATING THE SAVINGS BUSINESS 

The conference on “Savings Bank- 
ing’ was opened by a survey of “Sav- 
ings Banking in the Present Decade,” 
by Arlan W. Converse, vice-president, 
the First National Bank of Chicago, 
Chicago, Ill. 


“The beginning of the present de- 
cade,” he said, “marked the end of a 
practically unbroken upward trend in 
savings in the United States which had 
continued throughout the two preceding 


decades. In 1930 savings deposits 
reached the highest point ever reported. 
By 1933 they had declined 25 per cent. 
and were only slightly above the level 
of 1924. The accumulated gains of 
nine years were wiped out in three.” 

Mr. Converse discussed the influences 
which brought about this change, nam- 
ing, in addition to the depression, the 
theory that over-saving caused the de- 
pression and its corrolary that it is pos- 
sible to end the depression by spending. 
“Saving did not cause the depression,” 
he asserted, “but saving is necessary to 
enable us to work our way out of 
: eee 

“The present decade has amply 
demonstrated the value of a savings ac- 
count. Bankers now face a splendid 
opportunity to develop the savings busi- 
ness on a basis which will mean in- 
creased personal financial stability for 
customers, increased profits for banks, 
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all of which will result in an important 
contribution to the financial progress of 
the country.” 

Combating the doctrine that saving 
is a vice instead of a virtue in this “Age 
of Plenty” is one aspect of “Construc- 
tive Customer Relations” according to 
Bernard Vogelsang, manager, Sixth and 
Alexandria branch, Bank of America 
National Trust and Savings Association, 
Los Angeles, Calif. Savings banks must 
set up, as one objective “to re-inculcate 
in the minds of the public the idea that 
there is no substitute for a savings ac- 
count.” 

How is this to be done? Advertising 
is one of the means to be used. But not 
mainly individual bank advertising. “In 
the face of widespread propaganda 
against savings,” said Mr. Vogelsang, 
“it is quite expedient that savings bank- 
ers counteract this movement by con- 
certed action of their own. . . . Con- 
sidering the present crisis, benefits there- 
from will react to all banks, and it is 
only reasonable that all banks could well 
afford to share alike in the expense.” 
There will still be room for individual 
advertising on the part of banks that 
wish to do it. 

“Today,” he continued, “proponents 
of this new so-called economy of plenty 
are pointing to these facts as a basis 
for their argument that it was this vast 
accumulation of savings in 1920 which 
proved to be a greater glut of capital 
than could be profitably invested in pro- 
ductive industry, which has contributed 
most materially to our present chaotic 
condition. They argue that it is only 
by spending on a large scale, and aban 
doning thrift, for which there is now 
no need, that economic stabiilty can be 
restored. How narrow the vision. It 
was the sudden abandonment of thrift 
and the terrific speculative spree which 
gave rise to credit inflation, over expan- 
sion, and over production from which 
we are suffering today. 

“Savings banking has a worthy foe 
in this new economy. It is one which 
has a popular appeal, and one which is 
going to require the best efforts of our 
profession to counteract. Spending of 
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course must and will be stimulated. 
Mass purchasing power must be built 
up. With these principles we can and 
do agree, but every effort must be made 
to insist that any proposed plan, of 
economy recognize this time proven 
principle of thrift. . . 

“Now more than ever in the past 
savings banking finds itself in a position 
requiring immediate aggressive action. 
.. . This situation can best be met by 
concerted effort on our part, embody- 
ing a nation-wide educational program. 
... The whole spirit of this address 
is the necessity of a return to the old- 
fashioned, if you wish to call it such, 
method of savings banking, embodying 
on one hand sound banking policies, and 
on the other a proper appreciation of 
the wisdom of that old philosopher, 
Benjamin Franklin, when he wrote “save 
and have.” 


TAXES AND TRUSTS 


Paul P. Pullen, manager business de- 
velopment Chicago Title and Trust 
Company, Chicago, Ill., speaking before 
the conference on “Trust Functions,” 
on “Taxes As Affecting Trusts and 
Trust Estates,” named the following as 
the principal changes in the new revenue 
act: 

A heavy increase in surtax rates on 
large incomes, 

A large increase in gift tax rates, and 
An “almost confiscatory increase in es- 
tate tax rates.” 


Prior to these changes many people 
were accustomed to evade heavy in- 
heritance taxes by the creation of ir- 


revocable trusts. This has been made 
impossible by the increase in the tax on 
gifts and the defining of an irrevocable 
trust as a gift. Consequently it appears 
likely that the creation of new trust 
business through tax savings will be con- 
siderably curtailed. 

“Under existing laws there appears to 
be just about one possibility of saving 
taxes through trusts,” said Mr. Pullen. 
“That lies in the creation of a $100,000 
trust, irrevocable or revocable with the 
consent of a beneficiary with a substan- 
tial adverse interest.” 
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Following the conferences, the con- 
vention closed with another business 
session on June 14. After the announce- 
ments had been made, the trophies 
awarded, the reports given, O. Howard 
Wolfe, cashier, the Philadelphia National 
Bank, Philadelphia, Pa., addressed the 
delegates on. “How Will the Institute 
Deal with the Banking Problem?” 

THE BANKING PROBLEM 

The problem he defined as the pro- 
duction of “bankers in whom the pub- 
lic can and will have confidence.” “If 
every one of you here in this audience 
will make up his mind to inform himself 
as to banking,” he said, “and will go back 
to his chapter and induce the other 
50,000 members to lead upright lives, 
the problem will be solved, but I be- 
lieve we must go further than that. Up 
to this point the institute has been an 
organization of students. From now on 
we must be an organization of teachers 
as well, not teachers necessarily from 
the platform or the forum or the class- 
room, but teachers by example as well 
as by precept.” That raises another 
question: what shall we teach? 

“Shall we continue to be satisfied to 
teach our students things as they are 
and have been?” he asked, “Or shall 
we have the courage to teach things as 
they ought to be and will be? . 

“For example, have we the courage— 
let us ask ourselves—to teach that small, 
weak banks that can barely make a liv- 
ing even in the best of times are a 
menace rather than a help? 

“Have we the courage to teach that 
a real estate mortgage is not a loan un- 
less it is properly amortized? 

“Have we the courage to teach that 
the dual banking system has its points 
of weakness as well as strength? Or, 
more recently, have we the courage to 
teach that bank deposit insurance guar- 
anty can never restore confidence per- 
manently? 

“These are the things that we are going 
to be faced with in the next two years 
and an opportunity is presented to us to 
teach sound thinking on these topics, 
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that will never come to us again as an 
organization. ... 

“So we must set down as our educa- 
tional platform adherence to sound eco- 
nomic doctrines, courage to accept and 
to work for a new and better banking 
practice, and faith in our profession and 
its essential soundness. . 

“TI wish I had the eloquence, the force, 
and the personality of John Puelicher,” 
he concluded, “that I might send you 
home enthused and inspired to meet 
what I consider the greatest of bank 
problems, namely, the education of this 
country in sound economic theory and 
confidence in a sound banking system.” 
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At the close of the convention the 
following officers were elected to serve 
for the ensuing year: President, Charles 
F. Ellery, Fidelity Union Trust Com- 
pany, Newark, N. J.; vice-president, 
Maynard W. E. Park, Federal Reserve 
Bank, Kansas City, Mo.; and members 
of the executive council: J. B. Haslam, 
Birmingham Trust and Savings Com- 
pany, Birmingham, Alabama; Earl V. 
Newton, the Cleveland Trust Company, 
Cleveland, Ohio; Harry R. Smith, Bank 
of America National Trust and Sav 
ings Association, San Francisco, Calif.; 
and G. K. Strickland, Federal Reserve 
Bank, Memphis, Tenn. 


Speculative Securities in the Trust Estate 


HAT is the duty of trust ad- 
ministrators in taking over the 
administration of an_ estate 


holding a large block of speculative se- 
curities? Should such securities be 


dumped at once at no matter what loss 


or should an attempt be made to liqui- 
date in an orderly fashion or to hold 
until times are more favorable for sell- 
ing? Some light on this problem is shed 
by a Cook County, Illinois, decision 
which has recently been made public. 
The case involved an estate which was 
administered by the First National Bank 
of Chicago. The text of the decision 
follows: 


DECISION OF HON. G. FRED RUSH, JUDGE 
OF CIRCUIT COURT OF COOK COUNTY 
IN THE ESTATE OF LEONARD A. 
BUSBY 

Mr. Busby died September 9, 1930. 
His estate, aside from the insurance pro- 
vision for his family, consisted of about 
nine-tenths in speculative shares of stock, 
and one-tenth in bonds. All but 
$139,000, I think, of the securities were 
pledged as collateral to secure loans from 
brokers and banks. 

Mr. Busby, himself, named the First 
National Bank of Chicago as his execu- 
tor and requested the bank to consult 
his former partner, Harry Weber, in 
administering the estate. Mr. Weber 


acted as the attorney for the estate. 
Letters for the executor were issued 
about October 10, 1930. 

Mr. Traylor, the president of the 
bank, was a personal friend of Mr. 
Busby, and, together with the regular 
officers of the bank in the trust depart- 
ment, gave his own special service and 
advice in administering and liquidating 
this estate. Mr. Traylor obtained a loan 
of over a half million from his own 
bank in order to free the stocks and 
bonds from where they were pledged as 
collateral for loans at different brokers 
and banks, so that the entire assets 
might not be sold out by some great 
drop in the market. By this loan the 
executor bank staked its own money on 
the faith of the success of the liquida- 
tion of the Busby estate. 

It was Mr. Traylor’s idea and judg- 
ment more especially, that in liquidating 
the estate of his friend Busby, he and 
the officials of the executor bank would 
pay attention to the true intrinsic value 
of stocks and bonds, as well as to the 
market values of the same, in order to 
conserve the estate. The bank officials 
promptly made a careful list of what 
stocks and bonds to sell before others, 
and obtained Mrs. Busby’s consent to 
sell, and up to September 1, 1931, within 
a year of Mr. Busby’s death, sold about 
three-fourths of the entire estate. The 
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desperate condition of the estate itself, 
and the unprecedented depression and 
freakish condition of the market, with 
its alternate small ups and longer downs 
in prices, forced the estate into in- 
solvency. 

It is true, as Mr. Johnston argues, that 
if the assets had been sold as quickly 
as the executor received letters of ad- 
ministration the estate might have cashed 
in and saved a part of the equity, but 
no one was able to suggest such an 
event—I will say, rather, no one sug- 
gested such a quick sale, and no one 
was able to judge such an event. No 
one moved the court or requested the 
executor to throw the estate upon the 
market. 

The bank’s judgment was a consid- 
ered and careful judgment, but in such 
an unprecedented period of deflation of 
values and credits, and in a market of 
such freakish ups and downs, their judg- 
ment, however careful was doomed, as 
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would have been better to sell at once, 
we all now know, as a matter of history, 
but is the executor, in fact acting for 
the most part through Mr. Traylor, its 
president, personal friend of Mr. Busby, 
after using his best judgment, and after 
the bank’s using its best judgment, to 
be found guilty of negligence, and to 
be surcharged with some vague sum for 
not selling at some vague point of time, 
because the evidence shows as a matter 
of history that it would have been bet- 
ter to have sold as soon as letters were 
obtained. 

Such a holding by this court would 
not fit any man’s sense of justice. 

This court finds that the executor was 
friendly, faithful, competent, and used 
its best judgment in liquidating the es- 
tate, and is and was not guilty of neg- 
ligence. The objections and each of 
them are overruled. The executor’s re- 
port is approved. The prayer for the 
removal of the excutor and to surcharge 


we know it now, to be mistaken. It the executor is denied. 


MULTIPLICITY OF LAWS HAMPERS BANKING 


THE fact is that the bankers are enveloped in a maze of intricate 
and complex laws which make it necessary for every prudent bank 
executive to stop, look and read before taking any important step 
in even the daily routine work of his institution. His lawyer must 
be his constant daily business companion. 

More and more laws will not contribute to sound banking, 
but on the contrary a release from unnecessary legal entangle- 
ments, coupled with the exercise of sound judgment and discretion 
founded upon common business sense, is one of the great needs of 
banking today. The banker should demand from his state and 
Federal legislative institutions simplification rather than further 
complication of the laws governing his institutions. 

Common sense in any line of endeavor, coupled with a sense 
of public responsibility, is essential to any business or profession 
and especially banking. A multiplicity of laws will not take the 
place of these elements. A simplification of legal conditions will 
aid the banking business to emerge from its difficulties— D. J. 
Needham, general counsel, American Bankers Association. 
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RESELL YOUR BANK 
TO THE PUBLIC 


Banking conditions have greatly improved. 
Closings have been largely eliminated, and 
about 97 per cent. of deposits are now in- 
sured. 

But in many places full publie con- 
fidence in our banks is still lacking. 

It is the imperative duty of the public 
relations departments of banks to remedy 
this condition. It can be done. The right 
kind of advertising and publicity will do it. 

MacGregor and Woodrow, backed by 
over 20 years of experience in bank adver- 
tising and public relations work, and with 
a full understanding of the needs of the 
present situation, are ready to help your 
bank to “resell” itself to the people of your 
community. 

Write for particulars of our expert, mod- 
erate-priced bank advertising and publicity 


service. 


MACGREGOR 


AN D 


WOODROW 


ADVERTISING PUBLIC RELATIONS 
Number 60 East 42¢ Street 
NEW YORK 


T. D. MacGregor Frank S. Woodrow 








ADVERTISING AND PUBLICITY 


A MONTHLY REVIEW OF CURRENT ADVERTISING AND NEW 
BUSINESS EFFORT BY AMERICAN BANKS 


Edited by T. D. MacGrecor of MacGregor & Woodrow, New York 


THE PRESENT NEED FOR POPULAR 
EDUCATION ON BANKING 


OST bankers under- 
stand advertising 
better than they do 

publicity, yet both are essen- 
tial in the work of interpret- 
ing the new banking situa- 
tion to the public, and in 
creating that desirable thing 
known as “an informed pub- 
lic opinion” about banking. 
By advertising is meant paid 
advertising, and by publicity 
is meant news articles and 
propaganda—which need not 
have any sinister implication. 
In one of its recent splen- 
didly informing series of 
newspaper advertisements, 
the Irving Trust Company of 
New York said, in part: 


In a depression, uninformed 
popular sentiment often swings 
violently from one extreme to 
another. At one stage, abso- 
lute liquidity may be demanded, 
regardless of the needs of busi- 
ness for credit. At another, 
there may be a popular demand 
for loans of a type which would 
jeopardise the interests of de- 
positors. The rights of stock- 
holders may be altogether ig- 
nored. 

At such a time, informed 
public opinion is most needed 
and most effective as a stabiliz- 
ing influence. It should support 
good management in its efforts 
to serve depositors, borrowers 
and stockholders with _ strict 
equity and in the spirit of trus- 
teeship. 


In a challenging pamphlet 
just put out by the Liveright 
Publishing Corporation, en- 
titled, “Public Opinion, Pri- 


vate Business and Public Re- 
lations,” Samuel Crowther, 
noted writer on business sub- 
jects, says: 


The failure of our business 
and financial guardians, who are 
charged with the actual opera’ 
tion of our economic system, 
arises out of their inability to 
become articulate—to under- 
stand themselves and their po- 
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No One-Man Job 


It is frequently said that it is more 
difficult tu preserve wealth than to 
acquire it. Figures bear out thiscon- 
tention, Out of every stv people w he 
are wealthy at 35 and live te be 65, 
only one retains his wealth at the 
latter age. 

The same man who fully appreci- 
ates the need for a complete organ- 
ization in the business chat pro- 
duces his wealth, all too otten feels 
that he is qualitied to administer 
his personal estate single- handed 
The administration of accumulated 
wealth, like most of the businesses 
which produce such wealth, is an 


organization task, requiring exten- 


This is one of a series of advertisements explaining why a bank 
which has never marketed securities has more than 10% 
of its personnel engaged in investment analysis. 
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sition and then to make certain 
that the public understands 
them. Business is highly skilled 
in informing the public as to its 
products. But when it comes 
to making plain the relation of 
business to the public and of 
the public to business, the ef- 
forts are mostly feeble and halt- 
ing, and in no wise match the 
vigor or intelligence, to say 
nothing of the plausibility, of 
those who would bring in some 
other economic system in which 
private enterprise would have no 
part. And so it always appears 
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sive facilities, and the work of ex- 
perts inmanv lines. Few individuals, 


even it they devote their entire time 
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to the task, can do justice to it 

This Bank regards the preserva- 
tion of the property of its clients as 
its major function. Because the aver- 
age estate today comprises chiefly 
securities, this Bank has developed 


to an unusually high degree the 
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activity of impartial Investment 


Research, to insure sound invest- 


cee 


ment of its chents funds. We believe 


that such emphasis on investment 
analysis is a necessity in any institu- 


tion which undertakes the manage- 


} ment of other people's money, 
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oc 


New York 


OESEOCOCOKOEES < 


SS | 


Beautiful and appropriate typography by a bank that has 


been advertising for 150 years. 


The statement at the 


end regarding the series is convincing. 
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that the right is with those who 
would abolish the existing or- 
der and that those who would 
uphold the existing order have 
only the argument of brute 
force. 


Questioning the tendency 
of business today to mind its 
own business, Mr. Crowther 
says: 


In our present society, a 
business man or financier in 
charge of considerable interests, 
has a_ responsibility which at 
times becomes a public one. It 
is sometimes not enough for him 
merely to attend to his knitting 
—else there will be no knitting 
to attend to. It is as much his 
duty to defend the property in 
his custody from destruction by 
revolution as it is to prevent its 
destruction by fire. 


Mr. Crowther complains 
that during the boom many 
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commercial banks loaned too 
freely and also went into ir- 
responsible promoting. “Then 
the banks were quite articu- 
late—but as boomers and not 
as bankers. Now, when they 
refuse to take further 
chances with the depositors’ 
money by making loans to 
borrowers whose only claim 
for credit is that they need 
the money, the commercial 
banks cannot even mumble. 
When they were wrong, they 
could speak; when they are 
right, they are mute.” 

In speaking of the media 
of publicity which affect the 
individual's attitude and ac- 
tion in America, Edward L. 
Bernays, public relations 
counsel, lists the following: 





YOUR 


AS 


— sailing — swimming 
golf —all very well, for physical 


recreation! 


MUCH 


But what of that conscientious mind 
of yours, so accustomed to watching 
out for your interests? 

Do you expect it to forget all its 
habitual responsibilities—the care of 
your investments, for instance— 


unless you have left them in 





MIND 


a vacation 


AS 


EQUITABLE 
TRUST COMPANY 


Ninth and Market: Third and Union 


DESERVES 


YOUR BOO 


really capable hands? It’s not so 


easily done! 





Of course if your securities are under 
Equitable’s Continuous Investment 
Review, that is another matter alto- 
gether. Your mind is free, then, to 
forget about them. And care of this 
kind—organized, specialized care— 
has often saved enough to pay the 


cost of a much enjoyed vacation. 








This is a different slant on the vacation idea, by a Wil- 
mington, Del., trust company. 


Daily and weekly news 
papers, magazines, religious 
publications, class and trade 
press, house organs, new 
books, billboards, radio, 
women’s clubs, service clubs, 
churches, Chautauquas and 
lecturers. Regarding _ these 
means of publicity, Mr. Ber 
nays says: 


This organization of com 
munication enables a person al- 
most immediately to be brought 
into juxtaposition with people 
almost anywhere. With intelli. 
gent use of these approaches to 
the public, control over mass 
behavior’ is augmented. The in- 
dividual cannot escape sound 
apeals through these media—es 
pecially where group action and 
leadership are utilized. 


For nation-wide publicity 
or propaganda, group action 
by bankers’ _ associations 
would be necessary. To a 
certain extent, this is being 
done through the efficient 
publicity department of the 
American Bankers Associa’ 
tion, but, in the last analysis, 
most effective results can be 
expected from the individual 
work of thousands of banks 
and bankers in interpreting 
banks and banking in their 
own communities and terti 
tories. 

There are a number of 
very good reasons why popu’ 
lar education in regard to 
banking is needed now. 
Among them are these: To 
aid recovery, to counteract 
adverse sentiment still per’ 
sisting; to meet the growing 
competition of governmental 
agencies; and to convince 
people of the benefits of pri’ 
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vate and local, rather than 
full government ownership 
For that popular 


of banks. 


education, both advertising 
and publicity of the most 
skillful kind are necessary. 


ARTISTIC MURAL PAINTINGS AD- 
VERTISE BANKS 


the mural painting, 

“The Apotheosis of 
the family,” by Newell Con- 
vers Wyeth, on the south 
wall of the main room of 
the Wilmington Savings 
Fund Society, Wilmington, 
Del., visitors from far and 
wide have been going to Wil- 
mington to view the master- 
piece. The lyrical work of 
Wyeth, which was done in 
commemoration of the hun- 
dredth anniversary of the 
founding of the society in 
1832, has had a distinct ap- 
peal not only to the masses 
but also to the classes. 
Men in overalls, office work- 


Se the completion of 


ers, housewives, children, as 
well as artists and prominent 
persons, all seem to appre- 
ciate the genius of the artist 
and the story that is told by 
his huge painting. 

The mural has attracted 
so much attention that the 
officers of the institution de- 
cided to have the picture ren- 
dered in pen and ink to make 
possible reproduction in the 
newspapers. It was thought 


that to do this would be an 
additional contribution to art 
in the community, and so 
another artist, Franklin 
Booth, was commissioned to 
interpret the Wyeth idea in 
black and white. Even to 
simulate the ideas of another 
genius in an entirely differ- 
ent medium requires the 
greatest skill. Wyeth had 
used many colors in his 
work. With figures larger 
than life size, and in a space 
about seventy feet wide and 
thirty feet high, he was able 
to give full rein to his vivid 
imagination. On the other 
hand, Booth’s space was 
eighteen by six inches. He 
produced color or tone by a 
variance in lines. His only 
tool was a pen. 

Mr. Wyeth has also done 
a group of five decorative 
panels for The First Na- 
tional Bank of Boston. They 
depict the sea and some of 
its ships. The main group of 
four is appropriately named 
“The Romance of Maritime 
Commerce.” In explaining 
them, the artist says: “The 
First National Bank’s large 


interests in shipping gave us 
the first clue to a subject 
distinctly relevant to the 
business house and suggested 
its relations to the world at 
large.” 

The first panel represents 
three Phenician  biremes 
pulling out to sea from un- 
der the battlements of the 
towering city of Tyre. The 
Pheenicians, about 800 B.C., 
were the first sea traders. 

The next of the series is 
a panel depicting two Eliza- 
bethan galleons, representa- 
tive of the sea traders of the 
late sixteenth century, and 
the explorers who began to 
open up America to the 
world. Then transition is 
made to the glorious era of 
the American clipper ship— 
1843 to 1870. The clipper 
represents the crowning 
achievement in wind-sped 
merchantmen. The artist 
calls the clipper “the most 
beautiful image afloat ever 
created by the hand of man.” 
New England was in the 
forefront in designing these 
splendid craft. The last of 
the series is the tramp 
steamer, the modern cargo 
carrier, the dependable, pa- 
tient, colossal pack-mule of 
the sea. It is represented as 
pulling out of a little harbor 
on the west coast of South 
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America, with the 
topped Andes rising in the 
background. 

In addition to these four, 
there is an arcade panel i 
the form of an illuminated 
map of North and South 
America. It epitomizes the 
drama of sea romance. On 
Neptune’s trident flies the 
fluttering banner bearing the 
inviting call to all 
ships and the 
Commerce, Prosperity. Be- 
yond and to one side, the 
swift approach of a galleon 
bearing straight before a fair 
wind, 


snow’ 


men of 


sea—Peace, 


eager to venture into 
new seas, new lands and new 
opportunities. 

The stone building of The 
Seamen’s Bank for Savings 
in the City of New York, at 
74 Wall street, is one of the 
landmarks of the financial 
district. The north wall of 
the main banking room is di- 
vided 


ments by 


into three compart- 


stone _ pilasters. 


Above a 9-foot oaken wain- 


scot,. the entire wall spaces 


there are occupied by three 
great the 


Peixotto. 


mural paintings, 
Ernest 
paintings 
sixty feet wide 
twenty-five feet high are 
painted on canvas applied 
to the wall. The panel 

the left depicts the port of 
old New Amsterdam. The 
central panel shows Wash- 
ington landing at the foot of 
Wall street for his inaugura- 
tion as the first President in 
April, 1789. The artist based 
his composition upon the 
written description of two 


work of 
These 


space 


covering a 
and 
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eye-witnesses of the scene. 
The weeny at the right gives 
a view of the Port of New 
York in 1830. An old time 


sailing vessel is going out and 
the “Great Western,” one 
of the earliest transatlantic 


steamers, is coming in. 


REACHING EVERY HOME IN YOUR 
COMMUNITY 


A Discussion of “Mass Plan’ 


’ 


Advertising for Banks 


Under Present Conditions 


N these times when econ- 
omy is so ppc the 
watchword, seems fit- 

ting to examine carefully the 


Change. with all its problems, offers opporta 


nities as well 


Both in this country and abroad, bankers and 


face changes so rapid and drastic 


that last week's outlook is this week's history 


On January 1. 1933, the National City Bank of 


Cleveland was 


142nd_ in deposits ‘among the 


comparative cost and results 
of various advertising plans 
and media offered. With 
the object of helping bank 


banks and trust companies o 


On January 1, 1934, it stood 58th 


In rejuvenated industry. too — and in Cleveland 


especially — Change is constant. Now, as in the 
past eighty-nine years, National City is assisting 
industry in converting the problems of Change 


into opportunities 


NATIONAL CITY BANK 


OF CLEVELAND 


This beautiful advertisement appeared in Fortune. Re- 
garding this advertisement and the series, Merrill Ander- 


son writes: 


“This new series is illustrated by Frederic 


Freeman, known for his color work on Cadillac and other 


national advertising accounts. 


It depicts scenes which 


are not customarily associated with banking. 

The object of the series is to appeal to people of means 

and wide experience, who sometimes require more than 

pictures of bank buildings and industrial scenes to at 

tract their attention in competition with Fortune’s other 
advertising. 
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ers about to take up again 
their perhaps temporarily in- 
terrupted plans for advertis- 
ing and new business, this 
survey has been made of the 
so-called mass plan of dis- 
tributing advertising litera- 
ture direct to the homes of 
bank customers and prospects 
—the whole population, in 
other words. 

The mass plan is a method 
whereby banking institutions 
can place their advertising 
message regularly in the 
homes of a city, or in a sec- 
tion of a city, without the 
expense of preparing lists, 
buying and addressing en- 
velopes, or postage. It is 
house-to-house or family-to- 
family distribution by mes- 
senger. Advocates of the 
system, of whom there are 
many, claim for it that it 
enables the bank to reach 
the largest number of the 

t prospects with the most 
effective message, at the low- 
est cost, although most banks 
that use mass plan do not 
do so to the exclusion of 


other forms of advertising. 
In many cases, they also use 
direct mail, billboards and 
newspaper advertising. Most 
often it is used for savings 
account 


advertising. Even 
mutual savings banks, which 
formerly waited for people 
to come to them, are now 
going out after deposits and 
mass plan seems to appeal to 
them because of its money- 
saving and work-saving fea- 
tures as compared with many 
other methods, which 
however, have their 
points. 


also, 
good 


In a number of cases, sur- 
veys have been made jointly 
by representatives of a bank, 
the advertising agency and 
the distributor in an effort 
to find out whether the dis- 
tribution was good, whether 
the recipients read the ad- 
vertising literature, and 
whether they wanted the 
bank to continue sending it 
to them. Personal calls 
were made at a number of 
houses in each block in the 
territory covered by the dis- 
tribution. These three ques- 
tions were asked: 

Are you receiving our adver- 
tising literature? 

Do you read it? 


Do you want to continue re- 
ceiving it? 


In Richmond, Va., 94 per 
of the answers re- 

to these 
afhrmative. 

In Wilmington, Del., a 
survey made by the branch 
manager of a savings bank 
showed that— 


inquiries 
were 


95 per cent. received the lit- 
erature. 

80 per cent. read it regularly. 

15 per cent. read it 
times. 

5 per cent. did not read it. 


some- 


In Louisville, Ky., a sur- 
vey showed 84 per cent. af- 
firmative replies; in Athens, 
Ga., 95 ‘per cent:;, in AL 
lanta, Ga., 92 per cent.; in 
East Orange, N. J., 85 per 
cent. 





1934 (4 months ) 


1933 (4 months 


shipping trade. 


Main St. of Atlentic * 


Church St. ot Freemason * 





A RISING TIDE OF TRADE 
IN TIDEWATER VIRGINIA 


Customs receipts for the Virginia customs district for the 
first four months of this calendar year show a pronounced 


increase over last vear. The figures: 


Hamptoa Roads ports are rauked among the g 
world—great in point of size, great in point of 1 


ment for handling cargo. They lack for nothing to serve the 


A vital factor in port development is a banking institution 
experienced in the requirements of shipping and in its finance 
ing. Because of its size “Commerce” can finance the shipping 
of Tidewater Virginia. Because of its long experience, “Com- 
merce™ will always provide every needed facility for the 


financing of shipping through the Port of Hampton Roads. 
NATIONAL BANK oF COMMERCE 


Granby St. ot City Holl Ave. ~ Midtown at Granby end Bute 
Hompton Boulevard ot 38th St 


$2.439.929.38 


$1,940.241.38 


lern equip- 


* Virginie Beach on Atlantic Ave. 








The last paragraph of this advertisement of a Norfolk, 
Va., bank is especially interesting because it contains both 
a positive statement and a definite promise. 
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While low-priced mass 
plan material is especially 
good for savings advertising 
if it is well prepared to 
catch the attention, to in- 
vite reading, and to lead to 
retention of the publication 
for others to read, it has 
proved likewise a good me- 
dium for a bank to use for 
selling other services and 
facilities, such as safe de- 
posit, travelers cheques, 
Christmas and vacation clubs, 
household checking accounts, 
the travel department, for- 
eign remittances, 
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primarily, mass plan is for 
savings, and is particularly, 
suited to interest women, 
who are naturally more 
thrifty than men. Not only 
are they endeavoring to see 
that the family gets ahead, 
but they are more inclined 
to teach the children the im- 
portance of thrift. The mar- 
ried woman's place of busi- 
ness is in the home, and 
that is where the mass plan 
takes the bank’s message. 
The mass plan contem- 
plates placing an effective 
message in every home 





The New 
‘TUNNEL 


O* Thursday, at 3 P. M., 
at the Wechawken 


Playground, the first spadeful 





of dirt will be removed from 
the Wechawken- Midtown 
| New York Tunnel The 
| river bed again becomes a 
boulevard. Again the river 


becomes dry land and time 


| and space are annihilated 


Hudson County 1s brought 
nearer to Midtown New 
York than parts of New 
York itself One of its offices, 
as indicated by a star, 1s near 
the plaza. The Trust Com- 
pany serves not only Hudson 
County but is increasingly 
favored with New York 


business 


THE 


TRUsT COMPANY 
of NEW JERSEY 


JERSEY CITY UNION CITY 


HOBOKEN WEEHAWAEN 


| 
HUDSON County )\ | 





Another link between New York and New Jersey is 


being forged. 


I suppose old Boreas blowing from the 


North in this advertisement suggests the efficient system 
of ventilation made necessary in our modern tunnels used 
by thousands of gasoline-driven vehicles. 


(sometimes also in offices) in 
a city or district which jg 
the natural territory from 
which the bank may expect 
to draw business. A family 
which moves out of the city 
or district is automatically 
cut off from the receipt of 
the printed literature, and a 
new family receives a mes 
sage from the bank the first 
month that it is in its new 
home. The literature is for 
any one in the family, and 
for all the family. The plan 
is particularly good when rt 
is desired to cover only a 
certain definite district of a 
large city, as that cannot 
be done economically by us 
ing newspapers which cover 
the whole city. 

The limited number of 
prospects whose names and 
addresses are readily obtain 
able can be reached by direct 
mail and personal calls— 
both a part of any well or 
ganized new business plan. 
But, because of cost, detail 
and time limitations, these 
selling methods are used 
more profitably for commer’ 
cial banking and __ trusts 
However, no new business 
program is complete unless 
it gives direct contact with 
the great mass of known and 
unknown prospects for pop’ 
ular bank services such as 
savings, safe deposit, per 
sonal checking accounts, etc, 
and the small but growing 
commercial accounts of 
tradesmen and_ shopkeepers 
—small business individually, 
but bulking large in the 
mass, and worthwhile in the 
aggregate. 
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It is to such prospects 
that mass plan distribution 
can deliver a direct message 
in an effective, interesting 
form at the opportune time, 
and will keep it up each 
month without any work on 
the part of the bank, and 
at much less cost per unit 
than other direct advertising 
plans. 

Two things are of vital 
importance in making mass 
plan advertising effective: 


1. The efficiency of dis- 
tribution. 

2. The quality of the ma- 
terial. 


Distribution is put first 
because no matter how fine 
the material, it will do no 
good if it is not properly 
distributed. In nearly every 
city of importance, there are 
one or more organizations 
which make a business of 
house-to-house distribution, 
employing and training re- 
sponsible and trustworthy 
men to place advertising 
material in the homes. These 
men know that their re- 
muneration and the perma- 
nence of their employment 
depend upon the efficiency 
and honesty of their work, 
and they are subject to con- 
stant supervision and check- 
up by their employers. 

Now, as to the character 
and quality of the material, 
experience has demonstrated 
that something in the form 
of a periodical is best— 
something that is not pat- 
ently advertising. If its ap- 
pearance at once labels it as 
advertising, it will lose a 


One buys Gasoline by the 
Shipload 


the Other sells it by the Gallon 
—and the Equitable’s services help Both 


S Top 
be 


THE EQUITABLE TRUST COMPANY 


CENTRAL OFFICE CALVERT & FAYETTE STS 


Four Con t Office 


TON @ LIBERTY 


A fine visualization of adaptable banking service by a 
Baltimore advertiser. 


large percentage of its 
reader-appeal, and a_ still 
larger percentage of its re- 
tention value. A __ little 
monthly tabloid _ picture 
magazine gotten out by one 
of the syndicate advertising 
concerns for mass plan dis- 
tribution consists of a two- 
color cover, illustrated front 
and back with interesting 
photographs. It contains 
four pages of short items of 
practical information, bits of 
humor, intriguing questions, 
and editorial comment about 
saving. Then there are two 
pages devoted to the adver- 
tising message of the bank. 
To all intents and purposes, 


the bank is just an advertiser 
in the publication, but it is 
the only one. Another pro- 
ducer of mass plan litera- 
ture pays for brief articles 
and stories by well known 
writers whose style is best 
suited to banking literature. 
High grade artists are also 
used for the illustrations. 
The cost of this kind of ma- 
terial is very great in the 
first instance, but, divided 
among many hundreds of 
banks, it becames_ really 
nominal. 

Because of the many 
thousands of copies required 
for mass plan distribution, it 
does not seem feasible for 
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any bank to prepare or print 
its own literature for this 
purpose. The syndicate ma- 
terial is low-priced because 
the concerns that get it out, 
having many customers, 
make press runs of millions 
of pieces, and use roto 
gravure and other low 
priced printing processes for 
enormous quantities. The 
original overhead cost of 
preparation—origination of 
ideas, planning and writing, 
selection and purchase of 
photographs and drawings, 
engravings, etc., a cost which 
would be prohibitive for a 
limited quantity produced 
for one bank alone, is di- 
vided up among many banks, 
each one getting the bene- 
fit of the co-operative pro- 
duction of the advertising 
material. 

To summarize then, the 
outstanding advantages of 
the mass plan include these: 

It eliminates such expenses 
as the cost of getting mailing 
lists and keeping them up to 
date, postage, envelopes, ad- 
dressing, detail work by of- 
ficers or others within the 
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cycle. More than 80 per 


Wisconsin are First Wisconsin corres 


FIRST WISCONSIN 


bank, and the cost of other 
literature made unnecessary 
by the use of mass plan. It 
prevents losses from moved 
prospects, as such prospects 
automatically cease receiving 
the advertising literature as 
soon as they leave the bank’s 
territory or the zone which 
is being cultivated. 

This type of distribution 
has proved satisfactory, when 
efficiently carried out, be- 
cause it takes the advertising 
message directly into the 
homes in the bank’s logical 
territory or along lines of 
transportation leading to the 
bank. It reaches the whole 
family instead of only one 
individual. 

Based on the experience 
of numerous banks which 
have used the mass plan, the 
opinion seems _ reasonable 
that, all other things being 
equal, and in times at least 
fairly normal, mass plan ad- 


vertising will reduce the cost 
of getting new savings ac- 
counts,’ increase the number 
of new accounts, make regu- 
lar depositors of many who 
open new accounts, increase 
the amount and frequency of 
deposits in old accounts, 
dominate the bank’s terri- 
tory with general publicity 
on behalf of the institution, 
and increase business in all 
departments of the bank 
which can be presented 
profitably to the masses. 

Under existing conditions, 
more and more bankers seem 
to be of the opinion that if 
a bank’s plan for advertising 
itself can be tied up with a 
community prosperity cam- 
paign to induce people to 
spend wisely, as well as to 
save what they can regu- 
larly, it ‘will do as much as 
any one thing to make it 
true that “happy days are 
here again.” 


HOW BANKS ARE ADVERTISING 


UnusuaL frankness has been 
adopted as an _ advertising 
policy by the Security National 
Bank of ‘Greensboro, and four 


other North Carolina cities. The 








NATIONAL BANK 


OF MILWAUKEE 


UNIT OF WISCONSIN BANKSHARES GROUP 


Still another good anniversary advertising idea. 


spirit of the copy is illustrated 
by this paragraph from a te: 
cent advertisement: 

“We are not perfect and ex 
pect to make mistakes. That 
is human. But we have adopted 
frankness as one of our policies, 
believing that publicity will do 
as much as examinations—pos- 
sibly more—to keep a bank in 
good condition. We prefer to 
give you the facts and let you 
judge whether the Security Na’ 
tional Bank is a safe place for 
your funds.” 


THE biggest mutual savings 
bank in the world—the Bowery, 
New York—was a century old 
on June 2, 1934. At that time, 
the bank began running a series 
of full-page advertisements 1n 
the New York newspapers tell: 
ing “Some things two million 
persons and we, ourselves, have 
learned about mutual saving 1n 
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one hundred years.” It also 
sent out to publications a six- 
sheet multigraphed compendium, 
or “dope-sheet,” as the news- 
papers call it, of facts about 
the founding of the Bowery 
Savings Bank, and present day 
statistics about it; also person- 
ality sketches about President 
Henry Bruere and former Presi- 
dent Victor A. Lersner; and 
other high lights about that al- 
ways interesting institution. 


“THe Security-First National 
News Bulletin’ is the name of a 
splendid house organ issued bi- 
weekly by and for the 3300 em- 
ployes of the 124 branches of 
the Security-First National Bank 
of Los Angeles, Cal. It is like 
a regular newspaper, though 
smaller, and is devoted entirely 
to bank news and views. It is 
a valuable means of education 
for all who read it, and must 
promote employe esprit de corps. 
More power to it. 


“Aw advertisement Written by 7 
U. §S. Presidents” is the in- 
triguing title of a savings ad- 
vertisement published by the Old 
Colony Co-operative Bank, of 
Providence, R. I. It contains 
thrift quotations from George 
Washington, Thomas Jefferson, 
Andrew Jackson, Theodore 
Roosevelt, Woodrow Wilson, 
Abraham Lincoln, and James A. 
Garfield, taken, if I mistake not, 
from the compilation made 
originally a number of years ago 
for my volume, “The Book of 


Thrift.” 


“THis Bank Wants to Lend 
Money,” says the First National 
Bank, Albuquerque, N. M., an- 
other good institution that wants 
to do its part toward business 
recovery by extending timely 
commercial credit. 


More evidence that bank adver- 
tising pays NOW. A strong 
advertising campaign by the 
Northern Trust Company of 
Chicago is credited with a big 
Part in the recent succezs of that 
institution which increased its 
deposits 400 per cent. during 


the depression, from $55,000,000 
on April 1, 1930, to more than 
$205,000,000 four years later. 
The advertising has been PER- 
SISTENT and SPECIFIC—two 
things which I have recom- 
mended ever since I first began 
commenting on bank advertis- 
ing in this publication almost 
twenty-seven years ago. 


More than 61 per cent. of the 
aggregate advertising appropria- 
tion of 351 leading companies 
was spent in newspapers, accord- 
ing to estimates just released by 
the Bureau of Advertising of 
the American Newspaper Pub- 
lishers Association. The com- 
bined 1933 expenditures of the 
companies reviewed was $113,- 
440,000 in newspapers, $49,- 
896,626 in magazines, and $22,- 
368,298 in radio broadcasting. 


THE advertising manager of a 
large corporation says: 

“I do not believe any adver- 
tising manager can do _ himself 
justice without the services of a 
good agency. In spite of him- 
self he becomes submerged in 
detail. He loses the facuity for 
really constructive thinking be- 
cause he has no time for mental 
exploration. I can tell home- 
made advertising at a glance 
not because its producer isn’t 
able, but because the press of 
mechanical trivialities has made 
him stereotyped.” 

I honestly believe that this ap- 
plies just as much to the aver- 
age banker as to the average 
manufacturer. Let the cobbler 
stick to his last. 


A COMBINATION folder and reply 
card was used by the Webster 


and Atlas National Bank, of 
Boston, Mass., to get inquiries 
for its booklet on “Wills and 
Testamentary Trusts.” The 
folder carries the interrogatory 
title, “Does Your Estate Plan 
Need Revision?” which many 
persons ought to answer affirma- 
tively in these times. 


Tue Guaranty Trust Company 
of New York for years has been 


Geférdert und iiber- 
wacht von der U. S. 


FEDERAL 


SAVINGS and LOAN 
ASSOCIATION 


Fiir Geschaftsbetrieb ¥ 
GEGFFNET e 


Sparer und Investoren, von jetzt 
an kénnen Sie sicher und vorteil- 
haft durch die Anteilscheine eines 
Instituts sparen, das von der Re- 
gierung der Vereinigten Staaten ge- 
férdert, tiberwacht, reguliert und 
gepriift wird. Sichern Sie sich den 
VOLLEN ANTEIL an Dividenden, 
indem Sie den neuen BUNDES- 
WEG ZUR SPARSAMKEIT ein- 
schlagen. 


1. “Instalment Thrift Shares” — 
50 Cents oder mehr sind pro 
Monat und Anteilschein einzu- 
zahlen. 


- “Optional Savings Shares” — 
Irgendein Betrag von $1 an 
. kann eingezahit werden. 


. “Prepaid Shares”—Investiernng 
im grossen, indem man die Di- 
videnden stehen und bis zur 
Summe von $100 anwachsen lasst. 


4 “Full Paid Income Shares” — 
Anzahlung im grossen zu rollem 
Pariwert. 


Za erwartende Dividende von 
4% bis 414% jihrlich. 


Kommen Sie jetzt oder ersuchen Sie um-xtas 
Buch “Aufbau finanzicller Unabhangighkeit” 


FIRST FEDERAL 
SAVINGS and LOAN 
ASSOCIATION 
Mezzanine No. 17 


30 ROCKEFELLER PLAZA, N. Y. 


This institution, chartered 
by the Federal Home Loan 
Bank Board and “spon- 
sored and supervised by 
the United States Gov- 
ernment,” opened for busi- 
ness in June. The adver- 
tisement reproduced is one 
which appeared in the 
New Yorker Staats Zei- 
tung as part of a cam- 
paign in foreign language 
newspapers. 


a large user of printed trust 
literature. Currently, it is using 
effective booklets and _ folders, 
including these picked up at its 
Fifth avenue office, “Your Busi- 
ness and Your Will,” “‘Facts 
About a Life Insurance Trust,” 
“The Care of Your Securities,” 
and an illustrated safe deposit 
folder, “Let Us Store Your 


Silverware.” 





THE BANK AND ITS EQUIPMENT 


A MONTHLY DEPARTMENT DEVOTED TO BANK ARCHITECTURE 
AND MODERN BANK EQUIPMENT 


Safe Deposit Records 


N a preceding issue the subject of 
le ‘Recording Safe Deposit Transac- 

tions” was discussed at some length. 
With this article the general safe de- 
posit subject is concluded. 

What about box rentals? Ask any 
banker friend of yours how much rental 
is now due on boxes and then ask him 
if he would allow the interest on de- 
mand collateral notes to become so de- 
linqguent. The following method of 
checking and collecting over-due rental 
accounts cannot be underestimated if the 
banker is running the vault on a profit- 
able basis. 

Before filing the ledger card, symbol 
is made in the title margin under the 


proper month to indicate date of expira- 
tion. You will note that in the month 
of April the box rent will be due on 
the Adams account. 

Green signals are placed over the 
April symbol as the bills are sent out, 
and when payment is received the signal 
is removed. At the end of the month 
it is an easy matter to check the unpaid 
accounts with the signals in the pockets. 
When a check-up is made for the unpaid 
accounts at the end of the month, a 
green signal is placed over the box num- 
ber in the numerical contract file. This 
gives a double follow-up, and when the 
customer presents his key for admission, 
the green signal will call this unpaid 
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EOF CA u: 
FOR OTHER DIVISIONS OF VISIBLE TITLE, SET TAGULATORS TO INSURE PERFECT ALIGNMENT OF EACH DIVISION Por INFORMATION. FOLD SAC 


OR REMOVE STUB AFTER TYPING. 
KARDEX 


VISIBLE 
DIVISION 


USE REW TYPEWRITER RIBBON. 


REMINGTON RAND—10 
CAT NO. 11-1320 PRINTED INU. S A | 


Safe deposit card used in the Remington Rand Kardex system. 
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THE NEW 


MOSLER 


ELECTRICALLY-CONTROLLED 
DELAYED MOVEMENT TIMELOCK 


For Bank 
Holdup 
Protection 


Locker with rotary 
hopper top for de- 
positing reserve 
cash without open- 
ing door, which is 
equipped with above 
timelock. There are 
many models of 
safes and lockers. 


THE MOSLER SAFE CO. 


New York Office: 
373 BROADWAY 


Factories: 


HAMILTON, OHIO 


account to the attention of the attend- 
ant. He may then diplomatically remind 
the customer that he has overlooked the 
mailing of his check. 

In the event of the death of a box 
renter, or if through legal procedure a 
box is not to be opened, extreme care 
should be exercised to preevnt un- 
authorized entry. Therefore in addition 
to the unusual procedure of placing a 
sticker over the keyhole in the box, red 
signals should be used in both the numer- 


THE NAME OF YOUR BANK 


RAND KARDEX SERVICE CORP, 
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ical and alphabetical files. This signal 
is to be placed at the extreme left of 
the cards. 

It is an easy matter for one person to 
handle all details of this Remington Rand 
Safe. Deposit System in addition to meet- 
ing the renters as they pass in and out 
of the vault. 

Some bankers contend that a cross in- 
dex or a two record set-up on safe de- 
posit business is not necessary and have 
combined in one record (by the use of 
fold-over cards) both the ledger record 
and the contract. In fairness to the bank 
and as an absolute guarantee of the 
efficiency of such a set-up, this pro- 
cedure cannot be recommended. This 
record is filed by customer alphabetically 
and sufficient space on the ledger por- 
tion has been provided to run for a 
number of years. This system has !oop- 
holes and possibilities of oversight on the 
part of the vault employe which are 
entirely eliminated in the record set-up 
as explained in these articles. 

The Remington Rand safe deposit 
system that is recommended is simple 
and easy to keep. It saves time and 
gives dependable information quickly 
when wanted. It is possible to find a 
box renter by name or box number al- 


ANYWHERE 


CAT. NO. 30-122 


THE UNDERSIGNED LESSEE OR AUTHORIZED DEPUTY DESIRES ACCESS TO SAFE DEPOSIT 


SIGNATURE 


APPROVED BY 
ENTRANCE 


BOX NO, 


LESSEE OR DEPUTY 


ATYENDED BY BOOTH NO. 


Kardex record of every safe deposit call. 
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most instantly. The date and time of 
every visit he makes to his box is known. 
The record shows when all renewal 
charges are due and they can be col- 
lected promptly. 

In addition to a copy of the contract 
which in itself is a receipt for the first 
year’s rental, some banks make out a 
form of receipt the duplicate copy of 
which becomes the renewal notice and 
bill for the second year’s rental. 

The daily report of the activities of 
the Safe Deposit Department is self-ex- 
planatory. It is sent daily by the cus- 
todian to the officers. After reviewing 
the report and familiarizing themselves 
with the department’s activities, it is 
then sent to the auditor and filed in a 
binder in chronological order. When 
periodical audits of the department are 
made, it is used in conjunction with the 
box history record to check the cus- 
todian’s accounts. 

With this set-up the banker has in- 
sured and secured— 


1. The signature of the box-renter 
showing that he had access to his 
box on a particular day at a spe- 
cified time. 

Numerical index with which first 
he must check the number (nu- 
merical location is always faster than 
alphabetic) before he can check the 
signature, and when he has properly 
compared the signatures he is abso- 
lutely sure of identity. There is 
no record of any man forging a 
name without copy and in the pres- 
ence of another party. As against 
this with alphabetic filing of signa- 
ture it is possible to compare the 
signature without checking the num- 
ber. 

A charted record by years, months 
and days of the calls on the record 
of visits which can be shown at 
any time. To back up this record 
he has the signed entry slip for 
every call which can be filed by 
box number, by name or bound by 
date in the same manner as de- 
posit slips. The latter method is 
the easiest, prevents misfiling and 
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gives bound records for easy stor- 
age. 

Elimination of memory system, tak- 
ing the load of responsibility from 
the shoulders of the vault employe 
and placing it where it properly 
belongs. 

Combining several records into two 
files as compared with the large 
number of different records. 
Ability to locate a card in one-half 
to one-third the time now required. 
Impossibility of losing or misfiling 
a signature card or contract after 
it is once filed. The cards are never 
taken out for reference. 

Efficient, clean and neat records at 
all times. 

When banks consider the value of 
the contents of the boxes possibly 
running into millions, and_ the 


further fact that for a five, ten or 
twenty dollar bill, they are insur- 
ing several hundred thousands dol- 
lars worth of securities, every safe- 
guard on their part is insurance. 


Under the present system can they 
go into a court of law knowing that 
they have done everything possible 
to protect their customers, or would 
the latter be able to prove other- 
wise?’ Furthermore, do they have 
the only records that will stand in 
a court of law, the signed visitation 
slip and permanent visitation card 
described above? With this system 
as outlined, the bank can prove its 
and many times eliminate 
a suit by convincing the renter of 
the impossibility of his box having 
been tampered with by others than 
those having rightful access thereto. 


case, 


Kardex is the fastest known reference 
equipment. The typed name of the 
renter is visible the instant the slide is 
pulled out, and only seconds are re- 
quired to verify a signature or check 
record of calls. Compare this with the 
operation of the blind card file where 
all information is hidden, even the name 
of the renter. During crowded hours, 
customers must be attended to rapidly 
and without sacrifice of proper records. 





THE BANK AND ITS EQUIPMENT 


With Kardex it is practically impos: 
sible to lose or misfile a card. With 
the old blind card method, the custodian 
rather than endure the embarrassment 
of searching for a misfiled record, may 
grant entrance to the vault with the in- 
tention of later comparing the signature, 
etc. It may then be too late. 

With this visible method collection of 
safe deposit rentals is automatic. The 
symbol in the title margin permanently 
and visibly indicates the month the 
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ment is mailed, a green signal is placed 
over the symbol where it remains until 
the account is paid. 

Records are protected in transloid 
tipped pockets which are not affected by 
continual handling, will not lose their 
clear visibility of titles and are thus as- 
sured of a long life. 

The bank after spending thousands of 
dollars to protect the vault when closed 
should not deprive itself of the best sys- 
tem to protect the vault’s contents when 


rental becomes due. When the state- the door is open. 


IF LINCOLN WERE PRESIDENT 


He would look to our neighbor on the north—Canada—and see 
that her banking has been so wisely carried on that not a single 
bank has failed during this depression. He would commend her 
banking laws and their administration. 

e would look to our neighbor on the south—Mexico—illiter- 
ate—backward Mexico—and see that no bank has failed there 
He would commend her. 


during the depression. 
And then he would look to the land between—great—rich— 


progressive America—and see bank after bank crashing—national 
—state—and private—until many thousands had failed, carrying 
down with them countless business enterprises, leaving millions of 
individuals desolate—destroyed—hopeless—and he would condemn 
the system which made such a tragedy possible—and would de- 
mand the thorough reform of our banking system. But he would 
condemn all efforts to make banking a governmental function or 
monopoly.—Otis F. Glenn, former U. S. Senator from Illinois. 





IN THE MONTH’S NEWS 


BRIEF ITEMS FROM THE NEWS ABOUT BANKS AND BANKERS 


COMING BANKERS’ 
CONVENTIONS 


GENERAL 

August 27-31—American Bar Association, 
Annual Meeting, Milwaukee, Wis. 

Sept. 10-13—-Financial Advertisers Associa- 
tion, Hotel Statler, Buffalo. 

Sept. 17-19—Morris Plan Bankers Associa- 
tion, Westchester Country Club, Rye, 
N.Y: 

Oct. 4-5—Mortgage Bankers Association of 
America, Edgewater Beach Hotel, Chi- 
cago. 

Oct. 22-25—A. B. A. Convention, Wash- 
ington, D. C. 

Oct. 23-24—National Association of Bank 
Auditors and Comptrollers, Washington, 
BM, 

STATE 

July 2-4—North Dakota—Deadwood, S. D. 

July 2-4—South Dakota—Deadwood, S. D. 

July 6-7—Maine—Bar Harbor. 

July 20-21—Montana—Canyon, Yellowstone 
Park. 

Aug. 31-Sept. 1—Wyoming 

Sept. 6—Delaware—Rehoboth. 

Sept. 10—Maine Savings Banks Association 
@ Massachusetts Savings Banks Association 
(joint convention), Mansion House, Poland 
Springs, Maine. 

Sept. 12-13—Kentucky—Louisville, 


Hotel. 
—©— 


@ Col. Oliver J. Troster of Hoit, Rose 
& Troster has been elected president of 
the New York Security Dealers’ Asso- 
ciation to succeed Mark A. Noble, who 
has resigned because of ill health. Col. 
Troster was formerly secretary of the 
association. Hart Smith of Hart Smith 
& Company was elected secretary. H. 
Prescott Wells of Outwater & Wells 
and G. A. Elliot of Elliot & Wolfe were 
added to the board of governors. 


Lander. 


Brown 


G Carl F. Wente, vice-president of Bank 
of America N. T. & S. A. of California, 
was elected chairman of the board of 
directors of the First National Bank in 
Reno at a recent meeting. Mr. Wente 
is expecting to take residence in Reno in 
the near future in order to participate 
in the active management of the local 
institution and to direct its policy with 
22 


regard to establishment of a _ branch 
banking system for the state of Nevada. 


@ Marking a new milestone in the his- 
tory of America’s oldest trust company, 
the City Bank Farmers Trust Company, 
New York, founded 112 years ago last 
February, has been admitted into mem- 
bership in the Federal Reserve System. 
The company’s statement for March 31, 
1934, showed total assets of $63,966,562. 


@The Guaranty Trust Company of 
New York has announced the appoint- 
ment of John D. Bowen and Griffith 
Mark as assistant treasurers. Mr. Bowen 
was formerly correspondent in charge of 
the Chicago office of the trust com 
pany. 


@ The mutual savings banks of New 
York State have completed plans for 
a state deposit insurance fund. The 
plan is effective July 1. It is similar 
to the plan adopted in Massachusetts 
last January. 


@ May sales of General Motors cars to 
consumers in the United States totaled 
95,253 compared with 85,969 in May a 
year ago. The total number of General 
Motors common and preferred stock: 
holders for the second quarter of 1934 
was 348,230 compared with 351,949 for 
the first quarter of 1934 and 366,084 
the second quarter of 1933. 


@In order that dividends on the com- 
mon stock of The Chase National Bank, 
New York, may be payable semi 
annually on February 1 and August 1, 
the same dividend payment dates desig’ 
nated for the preferred stock of the 
bank, the usual dividend payment date 
of July 1, 1934, has been postponed to 
August 1, 1934. The common dividend 
payable on August 1 will cover a period 
of four months instead of three, with 
dividends payable thereafter on a semi’ 
annual basis. 





EXAMINATIONS - SYSTEMS - TAXES 
FOR 


Banks and Trust Companies 


McARDLE & McARDLE 


ACCOUNTANTS AND AUDITORS 
Forty-Two Broadway, 


New York City 


@F. Highland Burns has tendered his lowing three years of service as presi- 


resignation as president of the Maryland 
Casualty Company and has been elected 
chairman of the board. Silliman Evans, 
formerly executive vice-president, has 
succeeded him as president. An in- 
crease of $700,000 in premium volume 
in the month of May as compared with 
May, 1933, has been announced. 


@ The directors of the Guaranty Trust 
Company have voted to dissolve the 
Guaranty Company of New York in 
compliance with the provisions of the 
Banking Act of 1933. Joseph R. Swan, 
president; Burnett Walker, senior vice- 
president; Irving D. Fish, vice-president; 
and J. Ritchie Kimball, vice-president— 
all officers of the Guaranty Company, 
will become partners in the firm of Ed- 
ward B. Smith & Co., whose New York 
ofices will be located at 31 Nassau 
street. 


@Gates W. McGarrah was given the 
honorary degree of Doctor of Laws at 
Colgate University last month. Mr. Mc- 
Garrah, is honorary president of the 
Bank for International Settlements, hav- 
ing succeeded to that title last year fol- 


FEDERAL AND STATE 
CONTROL OF BANKING 


By T. J. Anderson, Jr. 


See page 46 


dent. Prior to 1930, Mr. McGarrah 
was chairman of the Federal Reserve 


Bank of New York. 


@ William Heinrich, manager of the 
St. Clair-40th street office of the Cleve- 
land Trust Company, has recently com- 
pleted fifty years of continuous service 
in the banking profession. He began 
his banking career in 1884 with the pri- 
vate banking house of Henry Wick & 
Co., when Cleveland was just a fledge- 
ling city. During his first forty-five 
years of service Mr. Heinrich never 
missed a day at his desk—-vacations ex- 
cepted. 


GIn commemoration of its fiftieth an- 
niversary the Citizens National Bank, 
Waco, Texas, has issued an interesting 
illustrated brochure giving a brief his- 
tory of the bank’s founding, its early 
days and its growth in Waco. 


@ Conforming to the national trend, 
Cleveland banks on July 1 will adjust 
rates to be paid on savings deposits after 
that date. The American Savings Bank, 
Central United National Bank and the 
Cleveland Trust Company will pay 21/4 
per cent. on accounts up to $10,000. 
Amounts in excess of that figure will 
earn 2 per cent. interest. The former 
rate on amounts up to $10,000 was 3 per 
cent. 


@ Nolan Harrigan, assistant vice-presi- 
dent of the Irving Trust Company, New 
York, has been promoted to vice-presi- 
dent. 
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BOOKS FOR BANKERS 


Wuat HAPPENED TO Our BANKs. By Wil- 
liam P. Malburn. Indianapolis: Bobbs- 
Merrill. $1.50. 


“THE history of banking in the United 
States,” writes the author in his introduc- 
tion, “is a story of which we have no reason 
to be proud. Five times in the life of the 
Republic our banks have proved unable to 
exercise their proper functions. During the 
periods of wild speculation which preceded 
the five major financial crises this country 
has experienced, the banks, by rendering as- 
sistance to the speculative interests, added to 
the severity of the panic and afterward their 
ptactices were such as to retard rather than 
hasten the recovery of business. Nor in 
normal times have they followed a prudent 
course, as the large number of bank failures 
during those times shows. They have at all 
times been too willing to adopt practices be- 
cause they were profitable without regard to 
their soundness. 

“In recent years this tendency has led 
them to neglect their proper business of ex- 
tending short-term credit and to use their 
funds increasingly in making long-term in- 
vestments, a form of business, for which, 
from the very nature of those funds, the 
banks are not adapted. This change more 
than anything else has brought them into 
their present condition.” 

As these words indicate the author's aim 
is to show how the banks have wandered 
from the straight and narrow path of ortho- 
dox commercial banking. He sets out to 
explain to the average reader what are the 
sound, basic principles of commercial bank- 
ing and to show how the depositor may 
recognize a sound bank when he sees one. 

However much commercial bankers may 
disagree with some of Mr. Malburn’s con- 
clusions they will hardly be able to overlook 
this challenging book which is being read 
widely by bank depositors in all parts of the 
country. 


AUSTRALIA’S GOVERNMENT BANK. By L. C. 

Jauncey. New York: Business Bourse. $4. 
Very few people have realized that since 
1912 Australia has had a most interesting 
and unusual government-owned central bank, 
which has accumulated over $125,000,000 in 
profits for the people. Starting with only a 
$50,000 overdraft from the commonwealth 
treasury, and without a dollar of privately 
subscribed capital, its balance sheet now 
totals over half a billion dollars. 

This book gives a complete description of 
the bank and its operation. The author won 
his doctor's degree at Harvard University by 
a thesis on this bank. This book carries 
forward his studies and investigations of this 
interesting experiment in central bank op- 
eration. 
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